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tions, Gentlemen? If not, I want to
thank Mr. Rollin for his patience
and express the appreciation of the
committee for his remaining over to
testify.

Thereupon at 6:45 o'clock p, m.
the committee adjourned, to recon-
vene after the Senate has finished
its business Tuesday morning, July
28, 1930, opening at 9:30 a. m.

TENTH DAY.

Senate Chamber,
Austin, Texas,
July 28, 1931.

The Senate met at 9 o'clock a, m,,
pursuant to adjournment, and was
called to order by Lieutenant Gov-
ernor Edgar E. Witt,

The roll was called, a quorum
being present, the following Senators
answering to their names:

Beck. Parr.
Berkeley. i’arrish.
Cousins. I’a.ton.
Cunningham. ioage.
DeBerry. Pollard.
Gainer. i‘url.
Greer. Rawlings.
Hardin. Itussek.
Holbrook. Small.
Hopkins. stevenson.
Hornsby. Thomason.
L.oy. Williamson.
Martin. Woodruff,
Moore, Woodul.
Neal, Woodward.
Oneal.

Prayer by the Chaplain.

Pending the reading of the Jour-
nal of yesterday, the same was dis-
rensed with on motion of Senator
Woodward,

Petitions and Memorials.
(See Appendix.)
Committee Reports.
({See Appendix.)
Bilis and Resolutions,
By Senator Purl:
S. B. No. 11, A bhill to be entitled
“An Act to amend Senate Bill No.

626, passed by the Regular Session
of the Forty-second Legislature by

adding thereio a new section to bhe
known as Section 1-A, providing for
the transfer of a sum of money in
the amount of $635.18 from one ap-
probriation to another appropriation
made in House Bill No. 397, passed
during the Regular Session of the
Forty-second Legislature, 1931, and
declaring an emergency.”

Read and referred to Committee
on Finance.

Simple Resolution No. 10,

Senator Williamson sent up the
foliowing resolution:

Whereas, The present Special Ses-
sion of the Legislature was called for
the specitic purpose of considering
legislation looking to the better con-
gservation of the State’s natural re-
sources; and

\Whereas, The length of said ses-
sion is fixed by the Constitution at
thirty days, of which fourteen have
now been consumed, and no legisla-
tion has vet been considered by the
Senate as a whole; therefore, be it

Resolved, That the State Affairs
Comutittee now conducting hearings
be directed to close said hearings not
later than Wednesday, July 29, and
to report pending bills at the earliest
date possible to the Senate for its
consideration.

WILLIAMSON.

The resolution was read.

Senator Pollard moved to lay the
resolution on the table subject to
call. The motion prevailed.

Appointment Announced.

The Chair announced the appoint-
ment of Otis Crow as an honorary
page of the Senate without pay.

Simple Resolution No, 11.

Senator Neal sent up the follow-
ing resolution:

Whereas, some twenty-five to sixty
members of Camp Waldemar, one of
the most popular girls’ camps in
Texas and the South, at Kerrville,
are to come to Austin today, and

Whereas, These representatives
come from many states of the Union,
and from many localities of Texas,
and

Whereas, of this

The members
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camp have visited various cities and
towns in this section of the State,
but have not yet visited the capital
city; now, therefore, be it
Resolved, That Camp Waldemar
visitors to the city of Austin be in-
vited to visit the Senate of the State
of Texas, and that they be presented
to this body at 9:30 this morning.
NEAL.
Read and adopted.

Senate Bill No. 2.

The Chair laid before the Senate
on its second reading the following
bill:

By Senator Cunningham:

S. B. No. 2, A bill to be entitled
“An Act declaring soil suitable to
growing cotton, one of the natural
resources of the State, and in need
of preservation and conservation on
account of root-rot, a soil disease
that is fast spreading, and if not
checked will impair and injure the
soil, of the entire State, and further
declaring that planting land to cotton
without rotation aids the spread of
said disease, and prohibiting all per-
sons, partnerships, associations and
corporations who own, lease or rent
land from growing cotton during
the year 1932 on more than one-half
of the land previously cultivated
in cotton during the year 1931, and
prohibiting planting cotton two years
successively, without rotation and
making the violation thereof a mis-
demeanor, and fixing the punishment,
also making it a duty of the Com-
missioner of Agriculture to procure
similar laws in other states, and de-
claring an emergencey.’”’

- Read second time.

- On motion of Senator Cunning-
ham, the bill was set as special or-
der for Thursday morning immedi-
ately following the morning ecall.

Commitiee Appointed.

The Chair appointed Senators
‘Woodruff, Holbrook and Hornshy
to serve on the reception committee
to meet Mr. Frank Dobie.

‘At Ease,

On motion of Senator Poage, the
Senate, at 9:25 o’clock a. m., stood
at ease siubject to the call of the
Chair.

11—Jour.-1

In Session.

The Senate was called to order by
Liesutenant Governor Edgar E. Witt
at 10:58 o’clock a. m.

Camp Waldemar ‘,Girls Visit.

The Chair introduced Senator .
Neal, who introduced Miss Mangum
of Camp Waldemar, Kerrville, who
briefly addressed the Senate on be-
half of a group of Camp Waldemar
girls.

Mr. Dobie Speaks. .

On motion of Senator Hornsby,
Mr. and Mrs. J. Frank Dobie were
accorded the privileges of the floor
and Mr. Dobie was invited to address
the Senate.

The Chair appointed Senators
Hornsby, Small, and Parr to escort
Mr. Dobie to the platform. Mr.
Dobie briefly addressed the Senafte.

At Ease.

The Senate stood at ease subject
to the call of the Chair.

In Session,
The Senate was called to order

at 5:15 o’clock p. m. by Lieutenant
Governor Edgar E. Wiit.

Recess.

On motion of Senator Moore, the
Senate recessed until 9 o’clock to-
morrow morning.

APPENDIX.
I*etitions and Memorials.

Schulenburg, Texas, July 25, 1931.
Members of State Senate of Texas,
Honorable Bob Barker, Secretary,

Austin, Texas.

Dear Senators: Please know that
we appreciate the tender tribute
which you paid to the memory of
our Dbeloved mother and grand-
mother, Mrs. Rosa Russek. In the
darkness of our grief, we looked to
the solace of friends of the various
members of our family. Thus, when
many of you came to pay personal
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respects, while numbers of others
sent beautiful floral offerings, even
the cold hand of death dealt a
gentler blow.

Sincerely,

The Children
and Grandchildren.

TRANSCRIPT OF TESTIMONY.

Tuesday morning, July 28th, 1931,
9:30 o'clock.

The Committee on State Affairs
was called to order by the Chairman,
Senator Joe Moore.

The Chairman: Members of the
Committee on State Affairs, we have
with us this morning Mr. Underwood
Nazro. Come right up, Mr. Nazro.

Underwood Nazro was sworn by
the Chairman.

The Chairman: Members of the
Committee, this is Mr. Underwood
Nazro. He will flrst proceed with
his statement, and then will answer
any questions the members may wish
to ask. T want the members of the
Senate tn observe the rule as much
as possible of keeping quiet in the
Senate Chamber. It is hard for one
not accustomed to speaking to make
his voice heard here, unless order
is preserved. The Chair shall in-
sist, therefore, on members and spec-
tators keeping as quiet as possible.

The Witness: I am Vice-President
of Gulf Production Company and
Vice-President of Gulf Pipe Line
Company. Both are Texas corpora-
tions.

iulf Production Company was one
of the pioneers in the oil business of
Texas. It started at Spindle Top
and has gradually grown to be one
of the larger producing companies
in the State. Early in the develop-
ment of Gulf Production Company
it was found advisable by those in-
terested therein to organize a pipe
line company in order to assure that
Gulf Production Company would
have transportation facilities for the

oil it produced. Gulf Pipe Line
Company, accordingly, was organ-
ized, and its growth has been de-

pendent upon and has followed the
growth of Gulf Production Company,
because during most of the years of
the growth of the oil business in the
Texas interior the only business
available to it either as a purchaser
or carrier was Gulf Production Com-

pany’s business, Although Gulf Pipe
Line Company, of course, is a com-
mon carrier and, therefore, furnishes
transportation to the public under
the terms and conditions imposed on
it by Texas laws and at the tariff
rites approved by the Railroad Com-
mission, the pipe line company was
organized primarily to assure the
transportation of Gulf Production
Company’s oil. It is essentially a
carrier of oil, as distinguished from
a purchasing agency.

There is a demand that the Legis-
lature do something to restore pros-
perity to the oil producers and royal-
ty owners of Texas. Various rem-
edies are being urged as sure cures
for the ills of the oil business, each
of them in the guise of conservation
measures. It i3 well to bear in
mind that conservation of natural
resources is one thing, and restoring
prosperity to the oil producers is an
entirely different thing. Both may
be worthy endeavors, but they are
not identical.

It is important that we do not per-
mit ourselves to be too easily con-
vinced that any radical change in
the oil business is necessary. It is
true that an oversupply of oil—tem-
porary, we hope and believe-——hag
brought on a situation which has
caused, and is causing, enormous de-
creases in property values and in the
revenues of oil producers and royal-
ty owners. It is easy to point to the
admitted fact of oversupply and say
the Legislature must do something
about it. However, let us remems-
ber that the oil business has grown
from a very small beginning to one
of the largest enterprises in the na-
tion under the same competitive pro-
ducing conditions that are now
blamed for the present surplus of oil.
We should remember too that many
other kinds of business in the United
States are suffering now from the
same surplus of production and lack
of purchasing power that is afflicting
the oil business.

Many of the suggested remedies
frankly seek to give a commission
power to restrict the amount of oil
produced in Texas to what is termed
the *‘current market demand,” and
mest of the others seek to do the
same thing, but not so frankly. A
great many people seem to be under
the impression that conservation of
oil means merely selling it at a
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profit. We think there is a wide and
obvious difference between an effort
to restrict production to the amount
of cugrent market demand and
an effort to comserve natural re-
sources. Furthermore, it is impos-
sible to determine with certainty
what the current market demand is,
both because of the practical diffi-
culties in the way of securing the
necessary information, and also be-
cause the price at which oil can be
bought hag a great and controlling
influence on the amount of such de-
mand. ©Oil is a commodity which is
capable of many uses. Obviously, it
will be used in more different ways
and in greater quantities when it can
be had cheaply than when its price
is higher. How then can you deter-
mine what the current market de-
mand for oil is execept in relation to
some definite price?

At the many hearings before the
Railroad Commission in regard to
proration, it has been stated that a
condition of waste will exist if the
supply of oil is not balanced with the
so-called market demand. On no
commodity has the so-calied market
supply and demand actually balanced
for any length of time, and every
effort to artificially force the balanc-
ing of supply with demand has been
a2 failure., This has been well ex-
emplified in other industries, particu-
larly rubber, sisal, coffee, copper, cot-
ton, and wheat, as well as other com-
modities. It must also be borne in
mind that the market for oil ig a
world market and that Texas con-
sumes only a small part of what it
produces. The oi] industry is not
the only one which is now being af-
fected by so-called low prices. Is
there any other industry that you
know of which is not at the present
time going through a period of what
we call very hard times? .

My associates and I, after manag-
ing and superintending the activities
of Gulf Production Company as a
producer of oil for approximately
the past thirty years, under the vari-
ous temporary conditions of over-
supply and undersupply, of low price
and high price, of great demand and
small demand, that have existed from
time to time during that period, have
reached the conclusion that a pro-
ducer of oil, large or small, can only
prosper and do justice to and make
the maximum money for himself and

his royalty owners by accepting as a
fact that the value of oil, just as the
value of other commodities, is fixed
and determined, whether we like it
or not, by certain economic laws. We
are convinced that any attempt to
circumvent or to deny the existence
of these economic laws merely de--
lays the ultimate adjustment that
they nmiake inevitable, and increases
the financial hardships of producer
and royalty owner alike. These ex-
periences have instilled in us certain
convictions. We, therefore, have no
hesitancy in stating the following
general policies that we have agreed
upon to govern Gulf Production Com-
pany's attitude toward comnservation
and so-called proration:

1. To support the doctrine of
true conservation by eliminating
waste in our own production of oil,
and by encouraging and initiating
scientific research into the problems
connected with its discovery and pro-
duction.

2. We are not in favor of
schemes, whether voluntary or com-
pulsory, which will have the effect
of restrieting or controlling bargain-
ing and the free operation of the eco-
nomic laws of supply and demand, or
that will destroy competition.

3. We favor laws necessary ‘o
prevent physical waste, but we be-
lieve the Legislature should insist on
a definition of waste that accords
strictly with the known facts and is
applicable to specific properties, and
that excludes the idea of interfering
with the laws of supply and demand
under the guise of preventing waste.

4, It has long been the estab-
lished law in Texas that the owner
of a particular tract of land owns all
the oil and gas therein and has the
right to produce it. Many citizens
of Texas, both producers and royalty
owners, have developed and acquired
properties in reliance on this rule of
law. Accordingly, we believe any
attempt to substitute for this estab-
lished law a theory that there is a
common ownership of an o0il pool,
would disturb, if not destroy, prop-
erty rights and would result in con-
fusion and injustice to landowners.

We do not think it is .{rue that
the shutting down of a small well,
which is unprofitable to operate, will
result in the losg forever of the oil
which that well could produce if its
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operation were continued. Activi-
ties ot drilling and producing in the
past have been materially cur-
tailed in many flelds due to the low
price of oil incident to the bringing
in of large fields in other places.
However, when the supply in these
other places deereased and the price
of oi] went higher, many of these old
fields have been redrilled, old wells
revived, and a large amount of oil
produced at a very substantial profit,
This has happened repeatedly in the
old pools in the East, In Texas, we
saw o0il sell for one cent per barrel
at the well in Spindle Top, and in a
very short time the price had in-
creased to seventy-five or eighty
cents. With the bringing in of large
production in new fields, at nearby
points, the price again declined and
oil sold for ten cents per barrel, with
the result that many wells were
abandoned. After the peried of flush
production from these new fields was
over, the price advanced again, op-
erators went back to Spindle Top and
produced oil profitably in large
amounts. The same thing has hap-
pened at Sour Lake, Batson, Sara-
toga, Humble and other fields. These
are facts which speak for themselves,
The proponents of the theory that
the shutting down or abandonment
of wells in an old pool will cause the
loss forever of the oil in that pool,
do not explain what will become of
the oil left there. It is still there,
and, if there in substantial quanti-
ties, I maintain that when the de-
mand for oil warrants the reviving
of operations in these old pools, such
operations will be revived and the
oil produced. This has happened
too many times in the past to permit
the belief it will not happen in the
future.

In line with our convictions about
conservation, Guif Production Com-
pany has consistently and continu-
ously cooperated with the Railroad
Commission of Texas in its attempts
to prevent the physical waste of oil
and gas in the oil fields of Texas.
With respect to any pool in which
we are interested, we have always
been in favor of any legal plan which
has. for its purpose the prevention
of the waste of oil and gas and the
intrusion of water and that is for
the orderly development and opera-
tion of that particular field. How-
ever, when there hLas been a plan

suggested for proration or curtail-
ment of production which seemed to
us to be not primarily and funda-
mentally for the purpose of prevent-
ing waste, as, for instance, the State-
wide proration order of last year,
we have opposed it at the hearings
before the Commission because we
thought such plan was fundamentally
unsound and would probably encour-
age injudicious drilling in old fields
and the bringing in of new fields by
creating a false hope among pro-
ducers that they would, under such
a curtailment scheme, secure a favor-
able market for their new produc-
tion.

However, notwithstanding our be-
lief that the statewide proration or-
der of last year was an attempt by
the Railroad Commission to adjust
the amount of oil produced down to
their estimate of what was termed
the market outlet, and notwithstand-
ing our belief, which was stated to
the Railroad Commission at the time
of the hearing on that order, that
such order was fundamentally un-
sound, nevertheless Gulf Production
Company obeyed that and all other
orders because of its desire not to
resist any attempt to better condi-
tions in the oil business unless neces-
sary to essential self-protection. In
addition to complying with the orders
of the Railroad Commission, Gulf
Production Company has pursued the
policy of reducing its drilling to an
absolute minimum, and has at-
tempted to operate all its proper
ties, whether under a proration or-
der or not, in accordance with the
best practices.

Questions by Senator Pollard.

Q. Mr. Nazro, the Gulf Produc-
tion Company and the Gulf Pipe Line
Company are operating extensively in
the new East Texas 0il Field, are
they not?

A. Yes.

Q. What has been the policy of
the Gulf Pipe Line Company and the
Gulf Production Company in regard
to connecting up with independent
wells and transporting their oil?

A. The Gulf Production Company
is a producer of oil.

Q. A common purchaser also?

A. No, sir.

Q. You are not purchasing any
oil in East Texas?

A. The Gulf Production Company
is not a purchasing company.
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Q. Not at all? .

A. No, the Gulf Production Com-
pany produceg oil and sells oil to its
customers, its principal customer be-
ing the Gulf Refining Company. The
oil is sold to the refinery at a de-
livered price, or the Gulf Refining
Company of Delaware, or to whoever
it can. The oil is sold by the Gulf
Production Company as a producing
company. The Gulf Pipe Line Com-
pany is the transporter. It trans-
ports oil for the Gulf Production
Company and for others when re-
quired to do so. It does purchase a
small amount of oil, largely royalty
owners and partnership oll, because
these people have no other way to
dispose of it, and it is a very small,
comparatively, a very small amount.

Q. Now, you operate a pipe line
in the East Texas Field?

A, Yes, sir.

Q. Do you, or not, when you
have, for instance three wells of your
own at right angles, three hundred
feet apart, and offsetting another
well making the fourth corner of the
square, three hundred feet from two
of your wells, do you take oil from
this other well, or not?

A, We have such instances as you
mention, and in those instances we
have prevailed upon our customers
to buy the oil from our offsetting
neighbor at the same price that they
pay to the Gulf Production Company
and under the same kind of a con-
tract.

Q. You prevall on your custom-
ers? -

A, We told them that it would
be the right thing and the fair thing
to do, and it was at the request of
- the Railroad Commissoin that we
tried to provide our neighbors with
some outlet.

Q. Mr. Nazro, isn’t it true, that
a8 condition as has existed in East
Texas for some time, that you have
had three wells, representing three
corners of a square, three hundred
feet apart, that you owned yourself,
and apother well on the fourth cor-
ner, is cwned by an independent, and
tfhat you first connected with this
well some three months ago and since
that time have not taken any oil?

A. 1 know of no such instance.

Senator Woodruff: When you say
“we” do you mean the Gulf Pipe Line
Company, the Gulf Production Com-
pany and Gulf Refining Company?

A. No, sir, I do not mean the Gulf

Refining Company. 1 have nothing
to do with that company, I am
neither an officer, director, nor em-
Dloyee.

Q. You are connected with the
Pipe Line and producing subsidiary
of the Guif?

A. Yes, sir.

Q. And when you say “we’ you
in effect mean the Pipe Line Com-
pany and the producing company?

A. Yes.

Q. Mr. Nazro, if that condition
does exist, you are not playing fair
with the little fellow with that fourth
well?

A. I don't know where that con-
dition exists.

Q. If it does exist, it is not treat-
ing that fellow right, a pipe line com-
pany that is a common carrier, refus-
ing to take that oil.

A. Tt would not be if that oil
was tendered to us for transporta-
tion, but we haven't refused to trans-
port any oil.

Q. I will ask you this, if as a
matter of fact it was tendered to you
under the orders of proration, to take
under the orders of proration, and
you refused to take it, then it would
not be treating the man right.

A. But I haven't done it.

Q. I want to ask you this: If you
wrote me a letter, or your company
did, refusing to do that, some other
member of your organization, for
your company, did that, didn’t they?

A. Do you say refused to pur-
chase your oil or transport your oil?

Q. Under proration order?

A. Transport or purchase it?

Q. Take it under any conditions
and said there was a purchasing
company in Delaware that we would
have to take it up with, and maybe
the Gulf Pipe Line Company of Texas
could induce these people to take it.
Isn't that the way you handled that?

A, Yes.

Q. Thadt is the way you handled
this particular case?

A. Yes.

Q. Then, that is all about that.
Are you acquainted with the activi-
ties of the Texas Advisory Committee
under which Mr. Rhodes Baker, and
several other fellows prepared bills?

A. (Interrupting.) I am not a
member of the,—Do you mean the
Central? -

Q. Some kind of organization
that has headquarters in Texas?
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A. The C(entral Proration Com-
mittee?

Q. Mr. Todd, Mr. Landreph and
Mr. Roe,ser"
We are not members of it.
Do you know these people?
As individuals?
Yes.
Yes.
I want to ask you if at any
time within the past sixty days Mr.
Landreph or Mr. Roeger called upon
you for twelve thousand, five hundred
doliars with which to finance the ac-
tivities of this concern?

A. I don’t think it has been quite
that late,

Q. How long has it been?

A. I really can't tell you the ex-
act date. The last incident T have a
recollection is meeting Mr. Landreth,
—1I expect it was within sixty days,
—1I was passing through Fort Worth
from Oklahoma and I met Mr, Ed.
Landreph on the street in Fort
Worth. After savirng “Hello,”” T had
not seen him for a long time, he
said ‘‘Naz, why don't you send me
that money,”” and 1 said “What
money, EA.?”” and he sald ‘“For the
Central Proration Committee.” I
laughingly sald, ‘“‘Because I am
afraid you might spend it illegally."”
I passed it off as a joke and he made
some remark like, ''Oh, go to the
devil,” or something like that, and
he passed on and I went on. We are
very good friends, but we had been
formally requested to make contribu-
tion to that Central Proration Com-
mittee but we declined to do so.

Q. They requested you to give
them twelve thousand five hundred
dollars?

A. 1 think that is what they said
our allotment was.

Q. In other words, this allotment
was made as to all oil companies?

A. Tdon't know how it was made,
I wasn't interested in it, that wasn't
my business.

Q. Did they ever demand any
money from you prior to that time
for any other purpose?

oropoP’

A. They requested it.
Q. 1 beg your pardon. I meant
“request.”” Mr. Nazro, is it not a

fact that today we are producing
approximately one hundred thou-
sand barrels of oll daily less than the
consumption in the United States?

A. I think that is approximately
correct.

Q. Today oil, crude oil, is selling
for about one-third for what it was

selling a year ago, isn’t that right?
A. No, it {8 a little above that,
nearer forty per cent today.

Q. I mean prior to the Legisla-
tute meeting. You have made a
pretty close study of the economic
conditlions of the world in the past
six months, have you not?

A. No.

Q. You know pretty well about
the market for oil?

A. Not for the world-wide mar-
ket.

Well, for the State market?
No. On refilned or crude?
Crude.

Of crude, yes, sir.

Now, Mr. Nazro, please ex-
plain to this Committee why it is that
crude oil in East Texas is selling for
ten cents a barrel and in other sec-
tions of Texas, Louisiana, Arkansas,
Oklahoma, North Texas and Central
Texas that the price is about four to
five times that much?

A. Well, T have found that the
price of any comodity,—that the buy-
er of any commodity tries to buy
his requirements as cheap as possi-
ble. When there are a lot of sellers
who are clamoring to sell, the buyer
locks out the window, figuratively
speaking, for a few days. One man
will come in the office to sell him
some oil, and he will say “'Bill, but
your price is too high.” The man has
not even named a price, but he starts
out telling him that his price is too
high, and he says ‘“Why, I can buy
it cheaper.” A buyer is a trader, he
makes the best trade he can. Now.
when there are a lot of sellers, forced
to sell by their particular economic
situation that they find themselves
in, and a comparatively few buyers,
the result is that the price generally
goea down.

Q. Does that price usually drop
titty per cent fn one day?

A. Hardiy that in one day.

Q. Can you state why it was that
the posted price in East Texas
dropped from sixty-seven cents to
thirty-seven cents in one day?

A. The posted price might have
been changed, Senator, in one day,
but the causes which caused the
change in that price were going on
for some days or some weeks before-
hangd.

Q. Does the Gult Production
Company and the Gulf Refining
Company, and other Gulf companies
that purchase oil, do they usually
follow the decline in price of crude

oporo
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as set by the Humble 0Oil Company,
or do they?— —

A. (Interrupting). Not alone by
the Humble 0Oil Company. The Gulf
companies, any one of them is not a
major purchaser. I think I can best
explain that to you, as [ tried to in
my little statement. The Gulf Pro-
duction Company had to sell its oil.
It was a producer at the start and in
order to sell its oil it was necessary
that pipeline facilities of some kind,
some method of transportation be
provided. They started at Spindletop,
Then Sour Lake came in. The Gulf
Production Company had some high-
ly productive property in that field.
To secure a market outlet for its oil

_it was necessary that some pipeline
facilities, some transportation facili-
ties be provided. Therefore, the Gulf
Pipe Line Company extended its line
to Sour Lake. The same thing oc-
curred as new felds were brought in
in which the Gulf Production Com-
pany had property. The Gulf Pipe
Line Compary has no pipe lines ex-
tending to any field that the Gulf
Production Company has no property
in. The Gulf Pipe Line Company is
a transportation facility for the Gulf
Production Company to transport the
Gulf Production Company oil.

Q. Now, that is & common car-
rier?

A. Necessarily so. The law pro-
vides we should be. If you will al-
low me, I will tell you why that is
necessary and how it came about.

Q. All right. :

A. 1In the early days in Pennsyl-

vania a man, I think his name wasg
Mike Murphy, had some property in
the State and he conceived the idea
if he could get his oil to seaboard
- he might get a bhetter price for it.
He started to build a pipe line. He
was buying his right-of-way, paying
a fair price for it. He came to the
Pennsylvania Railroad and the rail-
road evidently was very friendly with
a major competitor— —

Q. They usually are, aren’t they?

A. No, sir; not now. They were
in those days. The railroad said ‘“You
can’'t cross our right-of-way.” What
could this man do but go to the Leg-
islature and ask for some right to
condemn a right-of-way across that
railroad track. Otherwise he would
have been shut in. The Legislature,
or whoever granted him the right-
of-way, said “Yes, Mr. Murphy, we
will do that but if we do that you
must agree to carry other people’s

oil also.”” That is the reason for the
necesgity of a pipe line having the
right of eminent domain, the right
to get out from a field, if you like
to call it that, and in giving a cor-
poration or any individual that right,
whichever it was in that case, they
said ‘“You must also carry other peo-
ple’'s oil.” Now, that is the crux of
the whole oil situation, right there,
isn't”it?

A, No.

Q. The fact is that any common
carrier in order to obtain the right
of eminent domain, any pipe line
must become a common carrier and
agree to take all oil that they can
haul?

A. No, sir; not all oil.

Q. Now, how does your company,
Mr. Nazro, manage to transport its
own oil to the exclusion of other oil
as a common carrier?

A, We do not. We have never
refused in my knowledge to trans-
port oil at any time it has ever been
offered to us.

Q. What requirements does a
man who owns one well have to
meet to offer you oil?

A. He has to comply with the
ordergs of the Railroad Commission.
He has to have his oil in the first
place in acceptable shape, he has to
have some place to put it at the end
of the line.

Q. You mean he must have some-
body at the other end of the pipe
lines?

A. Someone to take it.

Q. To take it?

. A. Yes, sir; and some place to
put it.

Q. Then in the event there is no
purchaser at the other end of the
line, or in the event there is no stor-
age provided for that oil, you refuse
to take the oil?

A. We have mnever refused to
transport it. We have transported
it whenever it has been tendered.
‘When I was an independent, hefore
I went with the Gulf Company, I
asked them to transport some oil for
me and they did it readily.

Q. About this East Texas situa-
tion, Mr. Nazro, isn’t it true that all
pipe lines have refused to make con-
nections with these little wells over
there, that these little fellows have?.

A. No, Senator, I don’t think that
is true.

Q. How do you account for the
faect— —

A. (Interrupting) There are very
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very few unconnected wells in that
field today.

Q. How do you account for the
fact that about three weeks ago,
about the time the Legislature was
called, that there were one hundred
and eighty of those wells, out of
twelve hundred that were not con-
nected.

Senator Holbrook: 1 ecall the
Chair's attention to the fact that we
accepted an invitation from the
House to hear an address by Mr.
Frank Dobie at this hour, and I sup-
pose we want to carry out the agree-
ment.

(Thereupon on motion duly made
and seconded the Committee stood
at recess until after the address by
Mr, J. Frank Dobie.)

Q. You stated a few minutes ago
that the Gulf Pipe Line Company had
never refused to transport oil for any
oil producers, that the trouble was
that if the oil should reach its desti-
nation that the purchaser would have
to find a market or storage for the
oil?

A. I did not say that was the
trouble. I said that was a requisite.

Q. Well, it is the same thing in
a way, the way I understand it in
BEast Texas parlance, How would you
solve that requisite?

A. I don’'t quite understand you.

Q. What solution would you offer
in the enforcement of the Common
Purchaser Law for the finding of a
market for oil that the Gulf Pipe
Line Company or any other pipe line
might transport for which they did
not have a market?

A. I am sure that I don't know
that I could give the solution without
a good deal of thought and study,
even in this.

How to find a market for our
production is a very serious prob-
lem with me.

Q. Then the ratable takings law
if any should be enacted, would be a
nullity by reason of inability to find
a market?

A. T am sure I don't know what
kind of law they would pass.

Q. Would it not be fair to all
praducers in a given field to require
common purchasers to buy ratably
and pipe lines to transport ratably
from wells?

A. No, I don't think it would be
advisable for our company to try to
gell its oil ratably.

Q. Then your company wculd not

favor a ratable taking bill, as it in
usual parlance is defined?

A. That might have a tendency
toward fixing the price and I do not
want some ‘one else to fix the price
on our commodity.

Q. On the other hand you fix
the price on any oil you buy?

A. We do not, the purchaser
does.

Q. Doesn’t the Gulf Production
Company buy any oil?

A. No, sir.
Q. Never hag?
A. No, sir,— —well, T don’'t say

never, it may have bought a little
it times, but I don't remember ap in-
stance. It is not in the business of
purchasing oil, it is a producing com-
pany.

Q. According to the report of the
Interstate Commerce Commission re-
port No. 3170, for the year 1930, it
shows that the Guif Production Com-
pany on transporting seven million,
sixteen thousand, four hundred and
fifty-nine barrels of o0il declared a
net income of ten million, three hun-
dred and forty-nine thousand, nine
hundred and ninety-two dollars.

A, That is the Gulf Pipe Line
Company now, not the Gulf Produc-
tion Company.

Q. It is the Gulf Pipe Line Com-
pany of Texas?

A, Yes, sir.

Q. And they declared a dividend
of three hundred and thirty-eight per
cent in 19307

A. That is a mistake.

Q. What is it?,.

A. It has not declared any divi-
dend.

Q. That was in the report?

A. T don't see how that got to

the Interstate Commerce Commis-
sion, because we did not declare a
dividend in 1930.

Q. Have you declared one this
year?

A. No, sir.

Q. Did you make any money last
year?

A. Yes, gir,

Q. How did you manage not to
declare a dividend, just refused to
declare one?

A. Didn’t have the cash.

Q. What did you put your prof-
its in?

A. Back in the pipe line.

Q. The Gulf Pipe Line Company
of Oklahoma, transporting thirty
million, two hundred and twenty-
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four thousand, nine hundred and
eighty-two barrels of oil reported a
net income of three million four
hundred and thiriy-five thousand,
three hundred and ninety-gix dollars,
and declared a dividend of four hun-
dred per cent in 1930, is that right?

A. I do not operate the Gulf Pipe
Line Company of Oklahoma.

Q. You don’t know about that?

A. No, sir.

Q. Do you consider the price
charged now for trangporting crude
oil through pipe lines a reasonable
rate?

A, Yes,

Q. How much profit
make for the year 19307

A. We made about ten per cent
on our invested capital.

Q. How do you account for this
statement getting out?

A. I don't acount for it.
may have figured net
against capital stock.

Q. Now then, explain to me, I
am just a country lawyer, I don’t
know much about high finance, how
You can make four hundred per cent
on net earnings and make ten per
cent profit on your investments?

A. We did not make four hun-
dred per cent net earnings.

Q. How much net earnings did
you make?

A. Well, lets see what that per-
centage would be, we made about
ten per cent on our invested capital.

Q. You did have a net income of
ten millian three hundred and forty-
six thousand dollars?

A. I think that is about correct.
a.uSemator Pollard: I believe that is
. Senator Small: Mr, Chairman, I

would like to ask some questions.

The Chair: You may proceed,
Senator Small.

did you

They
earnings

Questions by Senator Small.

Q. I take it from what you say
¥You are against proration in any
form? .

A. No, sir, I didn’t say that.

Q. Well, I misundersiood your
testimony. What is your attitude to-
ward proration?

A. That we are in favor of any
plan in any particular pool which
hag for its purpose conservation pre-
vention of the waste of oil or gas,
for the prevention of water intrusion
and which has for the orderly and

economic development and operation
of that particular pool.

Q. Well that is what I call con-
servation?

A, We are particularly in favor
of it.

Q. Then if you leave off conser-
vation fhen I begin to call the rest
of it proration, and my conception of
it then is you would be against pro-
ration?

A. We are against this so called
State-wide proration because it is
based on market outlet, whatever
they mean by that.

Q. Then you do contend that you
are in favor of conservation of the
highest kind?

A. Absolutely.

Q. 1 believe you stated that you
had no sympathy with the idea of
common ownership in a pool?

A. No, sir.

Q. You do not have?

A. No, sir.

Q.. What do you consider,—what
is your attitude woward gas energy
that might be in a pool?

A. Tt is a fact, but the pool, Sen-
ator, is not the unit of production,
that is, I contend it is not the unit
of production.

Q. Don’t you think that every
owner of property in a pool has a
common interest in the gas that is
in that pool that is used to lift that
0il?

A, No, sir.

Q. You do not so consider?

A. No, sir.

The Chairman: Will you speak
louder, please sir, so the gentlemen
in the back may hear you.

Q. I asked you what was your
attitude toward the gas energy in a
pool, whether you considered that
was a common source of energy
placed in the pool that should be
beneficial to every owner alike in
proration to the property?

A. No, sir.

Q. Your conception of it is that
no one Dpeérson has a right to go in
and dissipate any amount of that
energy that he might see fit to pro-
duce his property?

A, No, I do not. I don't think
he has the right to dissipate the
energy under his own property at all.
That is I don’t think he should.

Q. Don’t you think that if he un-
duly dissipates that energy that he
is violating one of the first principles
of conservation?
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A. Certainly he is.

Q. Don’t think it is the function
of the State to prescribe that gas
energy under any pool is for the use
and benefit of every owner n that
pool?

A. We now already have a law
on the statute books to that effect.

Q. That law has not heen very
well observed, has it?

A. It is not as well ohserved as
it should be in some pools; in cther
pools it is being throughly observed.

(. With reference to the East
Texas pool, don't you think there has
been a flagrant dissipation of gas
energy in that pool?

A. Yes, there has been a lot of
gas wasted,

Q. Don't you think the State Gov-
ernment should intervene and pre-
vent any such waste as the dissipa-
tion of that gas energy over there for
the benefit of everybody in com-
mon?

A. You alreadv«rave a law on the
statute books to that effect.

Q. I am not talking about the
law, we are admitting that it has
heen dissipated, and if you have a
law it has not been enforced. And
don’t yvou think the State should in-
tervene and see that the law is en-
forced and if the law is inadequate
we should have a new law?

A. 1 think the State should see
that all of its lawg are enforced.

Q. But you do say that law has
not been observed and there has been
a dissipation of that energy?

A. Yes, sir.

Q. Then some one is at fault?

A. In my mind there has been a
wastage of gas.

Q. And the State has been dere-
lict in its duty to the citizensa?

A. Other people might think there
has not been a waste.

Q. I am getting your idea?

A. Yes, I think so.

Q. We can't be governed by what
everybody says at the same time?

A. No, I don’t think so. But it
is not my busines to enforce the law.

Q. But you would have no ob-
jection to that kind of law, you have
none to the one that is on the stat-
ute book?

A. None whatever.

Q. And if we can strengthen that
law you think it should be the duty
of the Legislature to do it?

A. I don't think you could write

a law much stronger than the one
you have now,

Q. Well, {f we could do it, if we
could get it done, you think we
ought to do it here as Legislators?

A. 1 don't know whether you
can de it, and whether this body is
competent to pass a law of such an
intricate technical nature, without
meaning any disrespect to the Sen-
ate, I seriously doubt their ability
to do it.

Q. We admit we are not very
competent, but we have called you
and many other such gentlemen who
have preceded you, to advise us on
that subject, and that is what I am
trying to get from you now, whether
or not you think the conservation
law with reference to conserving the
gas In various pools, not particularly
East Texas, but any other pool, could
be strengthened and be improved, it
it can be, and I want you to make
that suggestion?

A. You mean you wish me to
make a suggestion as to how the gas
should be used, how the present law
could be improved on?

Q. If you know of any.

A. I really know of no way that
the present law could be improved
on.

Q. You admit there has been a
waste of gas energy, then in your
opinion it has been in the application
of the law and not the law ijtself?

A. Isayin my mind I think there
has been a waste.

Q. All right— wait a minute,
please, but the proper and most effi-
cient oil-gas ratio for the conserva-
tion of gas has not yet been deter-
mined in that field?

A. No, sir.

Q. Well, you would interpret
blowing gas in the air in substantial
quantities is waste, would you not?

A. Yes, sir.

Q. Would you consider it a waste
to burn gas in boilers where the
gasoline contents has not been ex-
tracted, would you not?

A. No, if the value of the fuel to
the boiler is more than the value of
the gasoline or gas for other pur-
pose, it is not waste.

Q. Don't you know you can ex-
tract the gasoline and it does not
hurt the contents of the gas and you
can burn it in the boilers the same?

A. That is true, but the cost of
extracting that gasoline and the value
of it, selling it and all of that, it
might change the condition from a
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wasteful condition to an economical
condition.

Q. Do you think that the State
should permit produetion in this
State to become so flagrant, or 8o
profuse as to admit of waste of that
much gasoline that is burned in these
boilers and much gas that blows into
the air, don't you think the State
should have a right to conserve pro-
duction to such extent as to make it
protfitable to extiract that gasoline?

A. Do you mean that the state
should curtail production for the
purpose of raising the price? Then
I say no.

Q. Don’'t you think that the state
should curtail production to the
extent where it would become profit-
able to extract the gasoline out of
the gas that is being burned in all
of those boilers, and conserve the
gasoline that is being blown into.the
air by this gas that goes up over
there, and is not utilized at all?

‘A. I think the state is not con-
cerned with the price. )

‘Q. Not concerned with the price
at all?

A, Absolutely.

Q. Then you believe the state
-ghould allow production in this state
to come to the point where it would
be profitable toc waste that much
energy and that much gasoline, and
that much gas, and let that go to
waste, and not conserve it?

A. No, sir,

Q. All right.
you do mean?

A. T mean that the state should
not allow the commodity to be
wasted if it is not used.

Senator Purl: Mr. Chairman, I
have the highest regard for the wit-
ness, but I’ll declare that we can
not hear him over here.

The Witness: I am sorry, and I
will try to talk louder.

Senator Purl: I mean no offense.

The witness: Certainly not, and I
am sorry that I was talking so low.

The Chairman: I believe that if
You would address your answers to
the audience instead of to the ques-
tioner, that we would get better re-
sulits.

The Witness: It is just natural to
look at the person asking the qus-
tions.

The Chairman: We have tried to
keep a chair there for the questioner,
and perhaps, if you were to move
over there, Senator, it would be
better.

Just explain what

Senator Small: I haven't very
many more questions.

The Chairman: Let me have the
sergeant-at-arms set a chair over
here.

Senator Small: My questions
wouldn’t warrant it, but some of the
others might.

The Chairman: During this in-
terruption I will ask the newspaper
men not to disturb the chairs around
this center table here. Those are
the chairs for the reporters who
come in to take the testimony, and
I would like for those chairs to be
reserved for the reporters. All riglht,
Senator Small,

Q. What I am getting at is, do
you think that the State, in consery-
ing its natural resource, should per-
mit the production to the extent
that it would be unprofitable to
conserve the amount of gag that is
being blown into the air over there
in East Texas, and to conserve the
gasoline in the amount that is being
consumed in the boilers over there
to run that field?

A. No. Not to the amount that
is now being wasted in that field.

Q. In other words, in—whenever
in the operation of the oil industry,
production gets so great that the oil
produced would not or could not be
profitably conserved for the gas and
gasoline contents, then you say, and
you make it as an economical propo-
sition to conserve the natural re-
surces, don't you think the state
should interfere, and curtail the
production to where it would be
profitable to utilize those things?

A. Not for that purpose. Not for
curtailing production. The state
merely has the right to say you must
not waste this gas in this way. Now,
if you can stop that wastage of gas,
and if it lowers the production of
oil, that is an incident. That is not
for the purpose of lowering produec-
tion of oil that you are stopping this
waste. The purpose of that law is
to stop the waste. Now, if it is in-
cidental, ‘or if it resulis in a curtail-
ment in the production of oil when
you stop the waste, now, that is the
result of doing it. That is not for
the purpose of curtailing the pro-
duction.

Q. But the ends are just the same,
aren’t they?

A. They may not be the same,
Senator. '

Q. Um huh. But, we do arrive
at this conclusion, that it is the duty
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of the State to conserve that gas
over there, and if, in enforcing the
bill to conserve that gas, it reduces
production, why, it would just be
the same as to reduce production
80 as to make it profitable for the
folks over there to conserve the
gas—

A, I think it would have the re-
sult to that effect.

Q. The same.

A. But the purpose of the state
fs to curtail waste, and to prevent
waste. Now, if the prevention of
waste curtails the production of oil
and raises the price of the oil, that
is a result, and it is not the pur-
pose. Do 1 make myself clear to
you?

Q. Yes. sir; I understand. 1
am not particularly interested in the
reasons for that—for doing it. I am
interested in getting them to do it.

A. Senator, bear this in mind—
that I am sincerely interested in a
higher price for oil if possible.

Q. All right.

A, We peed it in our business.

Q. Well, you conceive it the duty
of the conservation agencies of this
state to see that wells are scienti-
fically drilled?

A. Yes, sir.

Q. And that they are properly
spaced?

A. Yes, sir,

Q. And by ‘“scientifically drill-

ing’’ a well, I take it that they don't
drill too deep into the sand, and all
of those things. You would also
concede it the duty of the state to
protect against the encroachment of
any salt water, or things of that
kind to destroy the whole field?

A. Yes, sir; if it could be showa
that it would destroy the whole field:
but, bear in mind that I know of no
two fields identical.

Q. Don’t you think that — —

A. And the salt water may be an
assistant in producing oil in some
instances.

Q. Well, from the testimony we
have had here, T think it is a pretty
big assistant for handling the oil, if
handled correctly. Don’'t you think
that the drilling of East Texas, and
the way it has been handled over
there, if 1t is 1naterially increased,
the danger of salt water in some
fields brought about material dam-
age by reason of the premature en-
croichment of salt water?

A. It is problematical.

Q. Problematical?

A. It is probably true, but we
don’t know enough about East Texas.

Q. Yes, sir.

A. We all have our opinions. We
all have our individual ideas, and
a great many of us may differ.

Q. Then you would subscribe to
just as strong a conservation law as
will be necessary to conserve the
0il and gas resources of this State?

A. We have one now, Senator.

Q. I understand you say that we
have one,

A. I think we have,

Q. Then you would subscribe to
a Commission or enforcement agency
strong enough to adequately enforce
that kind of a law?

A. Certainly.

Q. All right. And you lay what-
ever waste there is to a lack of en-
forcement of the law, rather than
to the law itgelf?

A.  Yes, sir.

Q. And the only thing underly-
ing the surface of the earth that
you concede a common ownership in
is the gas energy that is put there
for the benefit of the people?

A. I don't concede a common
ownership in anything.

Q. Then you think that the Gulf
Production Company over there has
a perfect right to take any amount
of the gas that it can take—or what-
ever it can get, regardless of what
the other fellow might do?

A. If they use it without waste.

Q. Well, without waste,—Do you
mean for them to use any more of
it than is necessary to produce their
own oil?

A. No, sir.

Q. What do you mean by “with-
out waste"'?

A. Well, suppose that we hava
some property in that field that will
produce a large amount of gas,—
that we can take that gas to the
market and utilize it, or sell it,—do
what we wil] with it. I think that
it is ours. The cil pool isn’'t the
unit. The lease hold is the unit, in
my mind at least. We make a speeci-
fied definite contract with the land
owner to operate that property,—
that particular piece of property; and
it is our duty to try to produce the
oil that is under that land for his
benetit, as well as for our own—to
do so without waste.

Q. Then it is your theory that
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in an ol] field you may take just as
much gas as you want to take, so
long as you are putting that gas
to & use, and not wasting it?

A. When you don’'t waste it, or
harm your neighbor in doing aso.

Q. All right. Now, when you go
to talking about harming your nefgh-
bor, don't you necessarily either get
back to the point that your nelghbor
has some interest In the gas, even
under your land?

A. In some Instancea he has, and
in some I[nstances he has not.

Q. Now, you admit that he has
an interest in that, you admit then,
that there is & common interest in
the gas?

A. Not through the whole pool,
Senator.

Q. Well, what do you think about
vil-gag ratio?

A. There are about as many
theorles in regard to oil-gas ratio
as there are petroleum engineers.
Each individual well is a problem
unto {tself,—to get what is the most
efticient oll-gas ratic of that well.
The efficlency of an oil-gas ratio to
my mind, 1s the one that will pro-
duce the most oil with the least
amount of gas—to the best interest
of the property on which that well s
located.

Q. All right. Now, just one
more question. Do you think that
anyone should be allowed to taka
gas out of an o¢il well beyond the
proper oil-gas ratio that you have
Just mentioned?

A. It is poor business to do so.

Q. It's poor business to do so
from the standpoint of his own lease,
and don't you think it is poor busi-
nesas from the standpoint of the en-
tire — —

A. Yes, sir—but the whole pool
fs not a unit.

Q. 1 understand that the whole
pool is not a unit in your opinion.

A, Just a minute, Senator. I
mean that the sands in a pool are
not all of the—they are not always
all connected. Each pool is an in-
dividual problem, just like each well
and lease is separated problem.

Q. I might have been using the
word “pool’ where I should have
used ‘'*sand,” but what I mean Lo
ask {s that the sand might extend out
over several leases, and there is a
supply of geas down there that helpa
raise the oil out of that entire sand
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that it applles to. Isn’'t that correct?

A. Baut, whether that is the same
sand,—-whether or not there is any
connection between them, or whether
there {8 a layer that separates them.

Q. Don’t you think that you can
make that proposition definite
enough to authorize the State to
come !n there and pruserve the gas
energy for al]] of the sand that it is
reasonably certain about?

A. You can make it definite
enough to each individual well.

Q. Um huh.

A. It will have a better effect
than trying to deal with the pool as
a whole, which i{s an unknown guan-
tity. The well is a very detinitely
known quantity.

Q. Well, now, with the conserva-
tion law that we have now, and you
say that it is as strong a one as we
can get, and with it properly en-
forced, what is your idea as to the
extent to which it would reduce pro-
duction in this State?

A. Probably twenty percent.

Q. Would a reduction of twenty
per cent in Texas bring about relief
from the standpoint of price?

A. It is the same old law ot
supply and demand. If you reduce
the supply, you automatically—if the
demand stays the same—that their
relationship— —

Q. What I mean to say is, would
twenty per cent be a sufficient re-
duction to materially—be reflected
in the price?

A. I think it would be re-
flected very advantageously to the
producer,

Q. Then the features of this bill
—the Woodward Bill, that you have
read, I suppose?

A. No, sir; I haven't studied it
closely, I am sorry to say.

Q. The teature that would be—
that you would object to—would be
any regulation beyond the point
where proper conservation stops?

A. Yes, sir, what little I have
seen of the bill is that it includes
areas, and an area might be a very
wide space,—the boundary line
might be quite wide. Some com-
mission, or some authority might
say the area between the Trinity
River and the Sabine River—what
we call East Texas, might be one
area. And, they might say that the
whole Permian basin might be one
area, and then might say that the
whole coast would be another area.
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—

It should be very definite as to pools,
and properties, and wells,—It must
be brought down to a smaller scope,
It is too embracing, and not down
to one area. Suppose, for instance,
you take the whole Gulf Coast, and
call it an area, with the twenty-five
or thirfty fields now there, and the
many more to be found. Suppose
you should take the whole Permian
basin as an area, with the fields
there, and the many more yet to be
found. Suppose you should take the
East Texas area and say that the
Trinity River and the Sabine River
are the boundaries of that area. It
is too embracing.

Q. Yes, sir; I see. Then, would
vou narrow that down to one par-
ticular sand in one particular field?

A, I would narrow it down to one
particular property, and one par-
ticular well on that particular prop-
erty, when it comes to the preven-
tion of waste.

Q. And make each well a prob-
lem by itself?

A_. Because it is. You can not
make something different from what

it is. You can not pass a law and
say that this table is putty. It's
wood.

Q. All right. Now, you are in
terested in price, and you think you
have laws,—that with a proper en-
forcement of the conservation lawe
we now have, would bring about a
reduction of twenty ©per cent
from Texas, and that twenty per cent
is sufficient reduction to materially
affect the price. Then, a good con-
servation law would be beneficial
financially to the oil men, looking at
it from a conservation standpoint,
to that extent. Now then, if the State
could go one step farther and say
we congerve this oil against actual
waste, but we also think it wise to
conserve the oil resources of this
State beyond the peoint of reasonable
demand?

A. At what price, Senator?

Q. Well, that price, of course,
would have to be determined. It
would be a varying price. But, don’t

you think that the State—if the
State went one step farther, and re-
tricted the output down to the de-
mand, that that would be doing the
oil industry and those engaged in it,
a very material favor?

A. 1t would be a very great harm
—on the contrary.

Q. All right. Let's have your

reasons,—just concretely, as to why
you think it would be a harm.

A. This whole oil business has
grown just through such periods as
we are now passing through. That
is, periodd of overproduction, and
then after a while a period of un-
derproduction and the price and de-
mand always is bearing—is always
the controlling factor of what might
be called overproduction and under-
production. It is overproduction at
some price, and it is underproduction
at some price, and you can not get
away from the price feature, when
you deal with the market demand of
any commodity; and we certainly do
not want any legislative body or any
commissicon, or any bureau te say
what price we shall have for any
particular commodity.

Q. Then, if a proper application
of the conservation law will leave
Texas with a supply of oil that will
force it to sell at ten cents a barre],
that is all right with you?

A. No; it would hurt me.

Q. I know it would hurt you, but
you wouldn't be asking for any leg-
islative relief?

A. I would not. Suppose this
East Texas field were over in Louisi-
ana, could they come to Texas, and
say for us to shut down Texas, so
that we can get a better price for
our oil in Louisiana, or could we
go over to Louisiana, and say for
them to shut down on Louisiana, so
that we can get a better price for
our oil in Texas?

Q. No, sir; we would be doing
just like we did when the Oklahoma
City and the Cimarron fieid came
in. We wanted to pinch them down,

A, We have no right to do so,—
no right to say so, what right would
we have, for instance, to say to a
wheat farmer, who has five or six,
or maybe ten thousand acres in the
Panhandle, that you can not use a
combine harvester, so that the man
with twenty acres may produce and
market his wheat—ecut it with a
scythe and a cradle in order to al-
low him to make a profit? We
haven't that right.

Q. And you would do the same
thing to wheat that you would do
to oil?

A. Absolutely, under any condi-
tion.

Q. Notwithstanding the fact that
we have been raising wheat out in
the Panhandle long before we started
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producing oil, and will probably con-
tinue to raise wheat after the oil
has been wasted and gone, and we
are substituting something else for
fuel?

A. Senator, oil is going to be
here for many, many years.

Q. That’s encouraging.
A. May I tell you a little story?
Q. All right,

A, When I was a youngster, I
was working for an oil company,
and they employed the man who
was the outstanding petroleum geo-
logist of that time. It was in the
days before automobiles, and we
used a team and buck-board. My
job was to drive that team and buck-
board and pick up geological sam-
ples and put them in little sacks
and mark them just like this geolo-
gist told me, and to listen fo him
talk. I provided the place for him
to eat and sleep—made the arrange-
ments, and traveled with him around
the country. He said to me, “Un-
derwood, get out of the oil business.
It hag no future. Electricity will
take the place of the lamp. To be
sure, we will keep on producing oil
here, along the Ohio River, but the
uses of it are going to be curtailed.
Get into electricity.” That has been
over thirty-five years ago, and every
year we have geen the uses of petro-
* leum increase. We have seen the
supplies of it increase, but it is one
of the very few industries of the
country now which have not a ma-
terial supply being produced over the
current demand or consumption.

Q. Then, you think our oil re-
sources are inexhaustible, and ‘that
it is perfectly all right for the State,
acknowledging its duty to conserve
the natural resources, to permit pro-
duction that will cause that resource
to be sold as oil is being sold in
Texas today?

A. I think it is inevitable at
times. We have all seen low prices
who have been in the business for
any length of time. We have seen
high prices. We have seen periods
of oversupply, and we have seen
periods of undersupply; and we have
seen over demand and under de-
.mand. There is nothing new about
this. Why get hysterical about it?
It is a condition that ikas occurred
in the past, and that will occu1 in
the future.

Q. Then, you think there will be
a survival of the fitiest?

A. In every line of life there is.

Q. Angd if the little man is choked
and put out of business, then  he
should have gotten in some other
line of business to begin with?

A. No, he is not going to be
choked to death. He is going to
come back. -

Q. From the bottom?

A. Is there any line of business
any different?

Q. Then, you draw no difference
between the oil business and any
other line of business in the country?

A. It is a mining business—the
business of mining for petroleum.

Q. You think the same rules
would apply to that as to agricul-
ture?

A. No; because it is a mining
bhusiness; and the other is a agri-
cultural business?

Q. That is, I take it you think we
should not take any steps what-
ever to curtail the production of
wheat or cotton?

A. No; every time in history that
I have ever read of, when such steps
have been taken, it has nurt the
producer of that commodity.

Q. Then basing it on what has
happened to agriculture, would you
say we are not justfied in takiug any
steps with reference to 0il?

A. I think it would be a very
great mistake to do so. I think it
was a mistake for the Farm Board to
buy up all of this cotton and wheat
to hold up the price. Great Britain
tried to hold the price up on rub-
ber, and see what it .aas done to
rubber. .

Q. The State is not trying to buy
any oil, but it is trying to keep it
down in the ground until we need
it. That is all.

Questions by Senator Woodward.

Q. What is the storage capacity
of your company in Texas?

A. The Guif Production Com-
pany?
Q. Yes

A. About fifteen million barrels.

Q. Is that the total storage capac-
ity of the Gulf Company and its con-
nections?

A. The Gulf Pipe Line Company
has some tanks. They are what we
call working tanks, and they are not
primarily storage tanks.

Q. The total capacity of upground
storage, as far as your Company is
concerned, is about fifteen miilion
barrels?
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A Yes; the Gulf Production
Company.

Q. 1Is it your policy to keep that

storage filled to capacity?

A. Not now. It is our policy to
reduce that storage. The burden of
carrying all that storage unneces-
sarily is too heavy; it costs too much
money. Every new field which is
brought in reduces the necessity for
carrying storage.

Q. Why?

A. The principal reason for car-
rying a large amount of storage is
to carry over a supply of oil to meet
your contracts for the sale of oil
during such periods as you might
have a shortage of production, but
every new field that the Gulf Pro-
duction gets into, and has properties
in, reduces the necessity ¢f ihat
storage, because the supplies of oil
are spread out and more assured to
it. The only necessity for storage i3
to assure a temporary s3Jdpply.

Q. Then you don't endorse the
policy of keeping your storage to
capacity?

A. 1 really wish we had it re-
duced by sixty per cent, and had our
steel tanks reduced considerably
more.

Q. Then, that would be kept un-
derground, wouldn’t it?

A. The oil would be kept in the
field.

Q. That would be conservation?

A. It would be produced as
needed—it would with our Company.

Q. What about physical waste in-
cident to storage?

A, Our experience has been that
waste is very slight.

Q. What per cent?

A. Less than one per cent when
the tanks are properly made tight.

Q. Mr. Nazro, what is your sug-
gestions or ideas—

A. That is one per cent per an-
num,

Q. What is your idea in reference
to agreements between companies for
unit production, or unitization of
properties?

A, I think that we would like to
have the right to do it; but we must
not be compelled to do it, because
with our Company, and I think it
is true with every other company,
of a leasehold that particular lease
is the unit—it is the unit of our op-
erations, Now, in making an agree-
ment, even if permitted to do so le-
gally, as to a plan of unitization, or
plan of operation of a series of prop-

erties, I would want to first see how
that plan fit our particular property,
and whether it is a good trade for
us.

Q. You think that s z matter
that should be left entirely to the
individual as to whether or not he
should enter into those agreements?

A. It will have to be as to
whether we would enter into such
an agreement, even if the law per-
mitted it.

Q. Are you operating any proper-
ties under that plan of unitization
in Texas, by agreemeni with some-
one else?

A. We have what we call
owner agreements.

Q. It is not a pooling of interests?

A. No, gir; it is not at all.

Q. It is just a working agree-
ment between you and the joint
owner?

A. Not a joint owner but the co-
owner of the same property.

Q. Now, getting back to this gas
guestion, 1 believe you don’t believe
in the principle of gas ratio ln the
production of oil as applied to a pool
or area, but that each well should
he determined by itself as to the
amount of gas which would be per-
mitted to produce to lift oil?

A. Yes, sir; because the well is
the unit of production.

Q. So you would apply it to the
individyal well, rather than any pool
or area?

A. Yes, 8ir; I think it must be
necessarily that way. .

Q. Do you believe, if that was
properly observed in Texas today, it
would materially reduce the output
of oil?

A, 1 think about twenty per cent.

Q. Twenty per cent. In other
words, that one thing alone would

co~-

reduce the output approximately
twenty per cent?

A. 1 think so,

Q. If so, would that have any

effect on the market for oil?

A, I think so.

Q. To any great extent?

A. 1 think my twenty per cent
must be pretty high—

Q. Well, just approximately?

A. Somewhere in that neighbor-
hood.
Q. I believe you said that would

have a tendency to affect the price?
A. 1 think it would.
Q. I will ask you this guestion:
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Do you believe we need any legisla-
tion at all? .

A. Really, I don’t.

Q. All right. Then, it is your
idea that this session for that pur-
pose was wholly unnecessary. I am
not saving that for you to criticize
anybody.

A. I don’t want to criticize any-
body. .
Q. I know you don’t. You be-

lieve our present laws are adequate?
A. Ample,

Q. To prevent physical waste and
all other matters affecting the oil
industry?

A. I think so. I haven’t a copy
of that law here, but it seems to me
it is very clear.

Q. I will call your attention to
it probably in a minute. Insofar as
your company is concerned, you have
been more or less on the sideline
during ali this controversy, haven’t
you?

A. No.

Q. Well, where have you heen?
Which crowd have you been with?

A. I expect we have been rather
alone in the solitude of our origi-
nality. We have maintained before
many hearings of the Railroad Com-
mission that we were in favor of
conservation; we were in favor of
the prevention of waste; but we were
opposed, and filed notice of our op-
position to this so-called statewide
proration. At the hearings right in
this room we said we thought it was
economically unsound; we thought it
would be a failure; we thought it
would have the effect directly oppo-
site to what was hoped for.

Q. In other words, Mr. Nazro,
you assumed the attitude of being
perfectly content so far as your com-
pany was concerned with the condi-
tions as they were, so far as the law
was concerned?

A. We were content with the law.

Q. Well, were you content with
the conditions which confroanted the
oi]l business?

A. TWo; we saw too much oil be-
ing produced.

Q. Well, what did you do, if any-
thing, to better the conditions?

A. May I go back a little ways
in history?

Q. Yes, sir.

A. TIn about 1923—-1922 or 1923
-—there was a great cry and hue that
we were not going to have any more

oil, that we must conserve our na-
tural resources so that we would
have a future supply of oil. Even
President Coolidge had a committee
that issued a manifesto or article
about it. Following that, every com-
pany in the business thought, *“Well,
maybe there is something in this
cry of woe; maybe we won't have
any mare oil,” so they all kired geol-
ogists, and geophysicists, and the re-
fineries got busy and put on addi-
tional chemists and increased their
refining capacities, and the producers
who did not have enough money they
borrowed it, and most anyone with
a fountain pen and a desire oaly,
took it to New York, and got into the
oil business. As a result of that
concentrated effort to overcome this
ery of “Wolf! We won’t have any
more oil,” there was produced a tre-
mendous amount of oil in the suc-
ceeding five or six years. We saw
the handwriting on the wall, so far
as our company was concerned, sev-
eral years ago, and when this first
proration theory was talked of, we
urged that the remedy for that over-
production was to stop drilling. If
you want to curtail the production
of wheat, stop planting wheat. The
same thing with oil; if you want to
curtail its production, stop drilling.
We not only urged it, but we did
what we preached. We have drilled
in the last four years no well that
we were not called upon to drill for
the protection of our property or
leasehold interests. We believe what
we preach, and we have acted that
way. .

Q. Well, then, if you believe that
that is a remedy, to stop production,
don't you feel that that is utterly im-
possible under agreements?

A. No. You don’'t need to make
any agreement, Our company today
could produce many more barrels
than it is producing, many more. I
don’t believe there is a company in
the State that has as much potential
production acreage as ours, and that
is doing as little drilling in propor-
tion to its acreage.

Q. Now, on this gas
again— -

The Chairman: It is now 12
o’clock. I would suggest that we re-
cess at this time until 1:30.

(Upon motion duly made and sec-
onded, the Committee on State Af-
fairs recessed until 1:30 p. m.)

business
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Tuesday Afternoon—1:30¢ QO'clock.

Questions by Senator Woodward.

Q. Mr. Nazro, I believe you say
that it is your policy and the policy
of your company to not only observe
the conservation laws, but that you
believe in them?

A, Yes.

Q. In speaking of conservation
laws you have reference, of course,
to conserving the natural resources,
whether it is oil or gas?

A. Gas.

Q. And is it your idea that should
be limited, that is, the conservation
law should be limited to acts or omis-
sions which developed physical waste
as contradistinguished from eco-
nomic waste?

A, Yes.

Q. Do you or not draw a dis-
tinction between physical waste and
economic waste?

A. Necessarily so.

Q. In your opinion then the two
are clearly divisible?

A. Yes.

Q. One can be easily distin-
guished from the other?

A. Yes.

Q. Is it your idea, in speaking
of economic waste, you would mean
that the production of o0il or gas
over and above the current consump-
tion, or the requirements for cur-
rent consumption would be physical
or economic waste?

A. It might be economic waste
temporarily, and yet it might be an
economic advantage over a period of
time. The element of price enters
into it so closely.

Q. That is the distinguishing fea-
ture between the two subjects, how-
ever, isn't it?

A. Is the price?

Q. And in speaking of economic
waste, it is, I think, generally ac-
cepted that you have reference to
the production of this product, or
any product, over and above the cur-
rent demand for consumption?

A. That is economic waste?

Q. Yes, sir. In speaking of eco-
nomic waste it is generally accepted
as having relation to the production
of any commodiiy over and above
the reasonable current demand.

A. Not always, Senator. One
man might, in looking into the fu-
ture see market conditionsa very much
better than another. He might wish
to produce a large quantity of some

commodity at that particular time in
order to take advantage of a situ-
ation which he might foresee,

Q. Mr. Nazro, I did not mean by
the question to state that that was
an economic waste, but I say it is
generally referred to as an economic
waste?

A. Oftentimes, yes,

Q. As distinguished from
other?

A. Oftentimes, yes.

Q. Not whether you think it is,
or might be, or might not be?

A. Yes.

Q. So that, in dealing with the
question of physical waste, we ap-
proach that from a different angle

the

altogether?
A, Ido.
Q. Now, then, that being the

case, I want you to listen, please,
sir, to these definitions of what some,
—at least I do,—understand to be
physical waste and see if it fairly
covers the field of physical waste?

A. Al right.

Q. You are familiar, of course,
with waste as now defined by the
statute?

A, Yes.

Q. Now then, ‘‘waste incident to
or resulting from drilling, equipping,
locating, spacing or operating wells
as to reduce or tend to reduce the
ultimate total recovery of crude pe-
troleum oil, or natural gas, from
any pool or area.”” That would refer
to physical waste, wouldn’'t it?

A. And it would also refer to
economic waste because you inclunde
the pool or area instead of the unit.
Which must be considered as the
individual lease. We do not make a
lease contract with a pool, we make
it with an individual, the owner of
that individual tract of land.

Q. Mr. Nazro, the question 1
asked really was not so much as to
whether you construed a pool or
area. Even if you confine it to one
well, that is dealing with physical
waste. -

A. Yes, but when you make it
so embracing as to include the pool
oil area, you cover too much terri-
tory.

Q. Well, if it resuited from drill-
ing a well, it would be physical waste
wouldn’t it,—one well?

A, If they drilied
faultily, it would.

Q. It it was with reference to

that well
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equipping that well it would be phys-
ical waste? ' .

A. If they equipped it fanltily.

Q. And locating it, if it is a
faulty location?

A. No, sir.

Q. Right on top of a salt water
dome, or where it would encounter
salt water?

A. Who is going to determine
that?

Q. I don’t know who, but I pre-
sume it has been done, hasn’t it?
They have drilled right square dab

into the Atlantic Ocean, haven’t
they?

A. Almost.

Q. Instead of an oil pool?

A. Yes, sgir.

Q. That would have reference to
physical waste?

A, You mean to drill?

Q. Yes, or drill too far into the
sand, or drill into salt water?

A. That is true.

Q. Then that would relate to the
spacing or operating a well?

A. Not to spacing of wells.

Q. Not to spacing of wells?

A. No, sir,

Q. Then it is your idea that wells
should be drilled as close together
as you can get them together?

A. No, sir, there is too great a fire
hazard.

Q. That would result in a physi-
cal loss?

A. It would result in a physical
waste and damage to your property
g.nd possible damage to your neigh-

orT.

Q. Then I have called your at-
tention to every feature of that that
could relate to a well, ag well as two
wells, so that relates to physical
loss, doesn't it?

A. Yes,

Q. Now, then, the mnext one:
“waste incident to or resulting from
the unnecessary,”’—mark the word
unnecessary,— ‘inefficient, excessive
or improper use of the gas, gas en-
ergy, or water drive of any well,
pool or area.”” That deals with phys-
ical waste, doesn't it?

A. Of an unknown quantity,

Q. It uses the word ‘“‘unneces-
sary.”

A. Unnecessary, and it speaks of

unknown quantities,
Q. I do not find that here.
A. Those things which you men-

tion, are unknown,
known.

Q. That has reference to physical
waste, doesn’t it?

A, Yes, sir, but I don’t think it
is applicable.

Q. Now, then, the next one,
“surface waste, including unneces-
sary or excessive surface losses or
destruction of crude petfroleum, oil,
or ‘natural gas, without beneficial
use.” That would be physical waste?

A. Yes.

Q. The next 1is underground
waste, “including waste incident to
or resulting from any act or omis-
sion which reduces or tends to reduce
the ultimate total recovery of crude
petroleum oil, or natural gas from
any pool or area.”

A. If you put that law in, Sena-
tor, the way it is written there, it
would be you would have to drill
your wells very closely together to
get the ultimate barrel of pil from
the property. That might be most
uneconomical.

Q. Would it be physical waste?

A. No. You might do that at a

very great expense and not waste a
barrel of oil. That would be an
economic waste if the price of oil
was low, If the price of oil was
high it might justify a producer to
drill those wells very closely, if it
were not for the fire hazard.
. Q. Mr, Nazro, if you produce oil
that can not be put to any beneficial
use, it most assuredly is a physical
waste of that oil, isn’t it?

4., Yes, sir, it might not be put
to some beneficial nse right on that
very day,

Q. I am talking about at any
time?

A, We can't say what uses this
oil is going to be put to in the fu-
ture.

Q. I am not arguing that, but it
is a physical loss.

A. It might seem so for the time,

Q. If it is never put to beneficial
‘use and is permitted to burn or evap-
orate or soak into the ground or flow
down a stream?

A. That is waste.

Q. That iz what I am talking
about.
A.
Q.
to somebody,
waste?
A

not definitely

I agree with you entirely.
It may result in economic loss
but it is physical

I agres with you entirely.
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Q. From those definitions I have
given you, do you construe them as
relating to,—whether good or bad,
—physical loss?

A. T think practically all of them
refer to physical loss excepting in the
spacing of wells. The reason as I
understand it for the present rule
in regard to the spacing of wells was
for the prevention of fire.

Q. Now then, as intended by this
act, those definitions I have given 1
intended to include permitting the
escape into open air of natural gas
except as may be necessary in the
drilling or operation of wells. That
would be physical waste, wouldn’t
it?

A. That has to be modified some-
what, Senator.

Q. That
waste?

A. Yes, sir, but if limited to that
it would be an unjust rule because—

Q. (Interrupting) That is just
one exception of the law. It includes
that particular thing, it does not ex-
clude everything else.

A. May 1 make myself a litlle
more ciear?

Q. I would be glad for you to.

A. There is quite a percentage
of gas held in solution with the oil
in the ground. Thig fluid oil and
gas is under pressure very much the
same as the water in a White Rock
bottle, when you open it and pour
the water in the glass you notice a
lot of bubbles.

Q. We don't
about that?

A. You used to in the days gone

would be physical

know anything

by.
Q. Oh, sure.

A. Now, as that oil is brought
to the surface, it expands and re-
leases a lot of the gas which is held
in the solution. It does not release
all of it immediately but it releases
a large part of it when it is first
brought out and you will always have
the presence of gas which has been
in the oil,
pressure, when it is released and
brought to the ground.

Q. That is necessary in the drill-
ing and operation of a well?

A. Yes,

Q. What I read to you was per-
mitting the escape into the open air
of natural gas, except, as may be
necessary.

A. That is all right.

in the structure under |

Q. In the drilling or operation
of a well?

A. Fine.
Q. To permit that to escape ex-

cept where necessary would be
waste?

A. We try to operate our prop-
erty on that basis.

Q. Drowning with water of any
strata capable of producing oil or
gas, or both, in paying quantities,
that would be physical waste?

A. Yes, excepting where the
water comes from below, or from the
side, and washed the o0il to your well
hole, washes the sand probably, and
helps you recover the oil?

Q. Then it would not be drown-
ing the oil?

A. No, sir, it would be helping
it, not drowning it.

Q. That would be beneficial?

A, Yes.

Q. Well, then, after having read
these varicus difinitions to you I will
ask you to state if it is not your
conclusion from having heard them
that they relate to the question of
physical waste?

A. I think they do.

Q. And you endorse — — —

A. (Interrupting) The exception
of area for who?

Q. That is just in — — —-

A. (Interrupting) Put that to
a well.

Q. If it applied to a well it would
mean physical waste?

A. Yes, sir.

Q. Then, if I understand you, you
concur with those who believe that
physical waste should be prevented?

A, Yes.

Q. Could you give an estimate,
Mr. Nazro, or would yvyou make any
rough guess as to what percentage of
0i] could be saved if all of the op-
erators of the various fields or pools
in Texas were to strictly comply with
our present conservation law?

A. It would be purely a guess,
There are so many diiferent pools
now. And there are so many new
pools to be found that it would be
the rankest kind of a guess.

Q. Well, in operating your own
properties if you do mnot observe
these conservation majors so as to
prevent physical waste, assuming you
did not observe them, what percent-
age would you lose?

A. The percentage would
respond to our negligence.

cor-
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Q. But I am assuming you de not
permit those things? .

A, Then if wo do not permit
them we would recover quite a large
volume of oil in these wells, more
than we do. )

. What would you say would
be the percentage of gain to you by
observing these laws?

A. That would be largely a mat-
ter of guess. ‘

Q. It would be twenty or twen-
ty-tive per cent?

A. 1 think probably it would.

Q. Then if that is not observed
there would be twenty or twenty-
five per cent less production than
there would be if they were ob-
served?

A, In the course of time, ves.

Senator Woodward: That is all.

Senator Poage: Mr, Chairman,
may I ask some questions?

The Chair: Proceed,
Poage. ’

Senator

Questions by Senator Poage.

Q. I believe you testified this
morning there was less oil being pro-
duced in the United States at the
present time than is being consumed
or used?

A.. I don’'t know exactly the
amount but it must be very close,
there may be a little less being pro-
duced. ’

Q. We are running from storage
are we not at the present time and
in the United States?

~A. I think we ha%e been for the
last six months or a year.

Q. Then the last six months we
have been using some out of stor-
age?

A. Yes, sir.

Q. That would indicate that we
are not producing quite as much as
our domestic demand reguires?

A, That is true.

Q. We are not producing in the
United States as much oil today as
we were two years ago?

A. No, in 1929 I think we had
rather a larger production. I think
I have a memorandum here of that.
You know I just got the notice to
come up here yesterday and I threw
in a few odds and ends.

Q. Well, if you have it I would
like to have that but if you have
not that is all right.

A, No,— —acecording to the
daily average production of the crude
oil in the United States as shown

b

by the Oil and Gas Journal’s
‘Weekly chart we are not producing
as much oil now as we did in 1930.

Q. And 1930 we did not produce
as much as we did in 1929, did we?

A. I have not the 1929 figures
here, but I think 1929 was a pretty
big year. )

Q. Probably the largest the oil
industry has ever known from a
production standpoint, wasn’t it?

A. It was very large, yes.

Q. Then we can safely say that
the production of o0il has not in-
creased since 1929 to the present
time?

A. In the United States?

Q. Yes, in the United States.

A. Oh, yes, bhut it is the pro-
ducergs who have been more conser-
vative, they are trying to save.

Q. What abhout the imports of
oil at that same time?

A. I think the imports have been
cut down quite materially.

Q. So we are not now import-
ing as much oil today as we were
two years ago?

A. No, sir.

Q. So the total available oil for
sale in the United States is not as
great as it was two years ago?

A, Oh, yes, it is.

Q. All right, that is what I am
getting at. How do you account for
that fact?

A. The potential production of a
great many fields that can be brought
on to production.

Q. That is the way you account
for the drop in the price of ojl?

A, Not altogether.

Q. There has been a reduction
in the price of oil in that same
period of time?

A. Yes,

Q. Which has amounted to about.
sixty-five or seventy-five per cent
of the value of the oil as compared
to what it was two years ago?

A, Yes, i '

Q. During that very period in
which there has been no increase in
the actual production, but there has
been a great increase in the poten-
tial production. We have had some
witnesses here who have tried to
explain the drop in the price of oil
by reason of the increased produc-
tien. In your opinion is the increase
in production of actual oil what has
caused the drop in price?

A. The increased potential pro-
duction is one thing. The inability
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of the purchaser to pay the money
is another thing. The necessity of
of the seller or producer to sell his
oil is another thing. There are
many factors that enter into it,

Q. Now that necessity of the
producer or driller or land owner,
call him the producer, the necessity
of the producer to sell, as a reason
for the drop in the price of oil,
isn't that a result of the increased
potential? In other words, if we
had not produced the potential there
would not have been ‘these wells
that would have required the sale
of oil?

A. You are probably correct.

Q. So, that probably the largest
single factor in the drop in the price
of oil is the increased potential pro-
duction, or the increased available
ability to produce oil in the United
States?

A. Yes, sir,

Q. Then you would not say it is
the four hundred thousand or a
half million barrels of oil that is
being produced in East Texas that
has influenced the price?

A. Not that alone, that is one
factor.

Q. But that is not nearly as im-
portant with the o0il business as the
fact that if that field was opened
wide open it could produce three
quarters or a million barrels of oil?

A. That taken in connection with
the other factors, they are all factors.

Q. Suppose we werea not produc-
ing anything whatever ont of East
Texas, and we had twelve hundred
wells down on the sand that might
be opened up at any time, do you
think that would affect the price of

oil, the fact that the oil industry
knows these wells may be opened
up?

A. Yes, sir,

Q. In other words, oil in a proven
field has a bearing on the market
just as actullly as oil in storage,
does it not, Mr. Nazro?

A. Not to quite the same extent.

Q. But it is just as real a tactor?

A. It is a factor.

Q. Of course I recognize there is
cause to bringing the oil up to the
top of the ground and putting it in
storage, and the fact tha- oil is
more immediately available, that
does directly inclose the margin, it
is just as real?

A. Not quite as real because the

potential is not definitely known, the
oil in storage is known.

Q. Would it be an unreasonable
comparision to say that ihe poten-
tial or probable production of new
oil flelds has the same effect on the
oil market that the weather report
has on the cotton market?

A, I am not in the cotton busi-
ness but I think it would have
somewhat the same effect.

Q. You recognize at the present
time that our cotton market iz not
only affected by the suuply of spot
cotton that i in existance in the
world, but also by the weather re-
port all over the country which give
an indication of a large cotton crop
which will be produced this fall?

A. Certainly.

Q. Those things have a great in-
fluence on all prices of cotton?

A. On anything.

Q. And those same things, the
probability of producing oit in 2a
given tield will have an influence
on the price of oil?

A. Yes, sir.

Q. So you would not say that it
is merely increased actual rrodue-
tion or potential, because that is not
production, and you would not test-
ify here that the drop in the price
of oil is primarily caused by the
increased production?

A. No, but it is a factor.

Q. You woudn’t say that is the
primary or the most important cause
in the drop of oil?

A It is most coincident or
parallel with tde potential.

Q. You mean it is relatively as
the same importance as the poten-
tial?

A. It is almost, because ouec is a
reality, it stares you in the face, and
the other is a little hazy.

Q. But there has not been any
inerease in actual production”?

A. No material increase in actual
production.

Q. Then if there has not been any
material increase in actual produe-
tion the increase in aectual produc-
tion could not have any effect on
the price of oil?

A. 1t is a factor.

Q. But if there has not been any
change in the production, while of
course it is a factor in the price,
or in the market, how could it
change the price if there had not
been any change in that factor?

A. 1 think vyour reasoning 1is
sound, but markets are very delicate
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things. They are susceptible of
whims and psychology in: the air.

Q. Well, that being true, if the
conclusion is sound then—

A. Then something must be
wrong with the reasoning, we have
guessed the market wiong.

Q. Don’t you think the reasonuble
thing to do is to guess or assumse
that the influence on the markst
has come from some other source?

A. That is possibly true, but it
jg still a guess; forecasting a market
is always a guess.

Q. We are not forecasting a
market, we are trying to analyze the
present market. I am not, from leg-
islative standpoint, interested in what
the market is going to do, of course
as a citizen I am interested in seeing
the price of oil' go up, and so are
you, but I am not interested in do-
ing any more than to see if we can-
not remedy the situation.

A. Suppose I mention several fac-
tors; there is the large amount of
o0il in storage, which was an in-
creasing burden. The owners of that
storage realized that it was not ne-
cessary, that it was costing them a
lot of money in taxes and insurance,
in the. upkeep of their tank farms
and all of the incidental expenses to
carry that storage, that made a very
heavy over burden. When the pos-
sibility of additional production is
measured the necessity for carrying
that storage is taken away, therefore
the owner of that storage says there
is no necessity of my carrying such
storage, it costs me money I will sell
that tank oil, cut down my tanks,
quit paying the taxes and I will save
some money, because we have all of
this oil in sight, I can buy oil or

I can produce it. To buy or produce
oil are two different ways of ac-
quiring it. Then when the producer
of oil saw all of this potential pro-
duction, he saw the unrest created
by this proration propaganda, or
state wide proration, he studied the
psychology of the situation and he
said I can buy o0il cheaper and I will
not pay the price. Now, when we
get to HBast Texas particularly,
when the Railroad Commission is-
sued its notice giving an outlet to
that field of about ninety thousand
barrels per day there were numerous
operators in that field who had spent
their all in drilling a few wells on
some property, they had no money
to pay their labor and their other in-
cidental expenses. They said we

can’t live under that small amount
of outlet, we will have to sell our
oil at what we can get. 1 had nu-
merous of them, numbers of them to
come into my office and offer to sell
their oil at any price at which I
would put on it, name your own
price.

They said we will deliver the
coil up to the ability of the well. 1
said yes, but you have an srder of
the Railroad Commission Ilimiting
you. One man said I can get an
injunction properly, I will have no
difficulty about that. It will lake
me longer to have uniy attorney tn
write the order and ask for the in-
junetion than it will for the Bcard
to*issve it. Now there were num-
bers of them who went tc buyers,
every buyer they could think of and
said buy my oil at your own price,
any amount, I have to sell. So the
psychology of that order hurt the
price of oil in East Texas, and I
think it hurt it all over the
State.

Q. Now how did that order af-
fect the men in West Texas?

A, The buyer refused to buy the
oil in West Texas, he said I am go-
ing to get all I want, I will go into
storage now because we can buy it
in the future.

Q. And that storage had cost the
man who had it from a dollar to a.
dollar and a half?

A. It makes no difference what
a thing cost you. You may pay a
hundred dollars a share for some
stock and today you would have to
take twenty for it if you want to
realize on it.

Q. That storage was high-priced
storage? ‘

A. Some of it was.

Q. Don't you believe from your
knowledge of the oil business that
you and everybody else that has got
it ought to fill up on ten-cent oil?

A. No, sir.

Q. Why?

A. The cost of building the tank-
age, acquiring the land for the tank
farim.

Q. But if you have it. You have
some empty storage, I mean that?

A. If I had some empty storage,
yes.

Q. This is a good time to fill up?

A. It might be and it might not
be. If you can buy it cheap enough,
if you want to speculate on it, the
Same a8 you speculate on the market.
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Q. I realize it is a speculation
when you buy oil. When you bought
the oil you had in storage now it
was a speculation but it was bad?

A. Oh, we didn’t buy it; we pro-
duced it.

Q. It cost you money to produce
it?

A, Yes, sir.

Q. I understand your company

does not buy oil?

A. We are what might be called
a producing company.

Q. If I could find somebody to
finance me to go into the oil business
wouldn’t you tell me that it was a
good time to buy the oil and put it
in storage? .

A. If you had the tankage and
owned it then I would say that it
would be a good thing to do, but I
certainly wouldn't advise you to
build tankage.

Q. Now with that in view could
you see any reasonable ground for
the amount of storage to decrease,
1 believe you say it would be a good
thing for the industry if it was great-
1y decreased. Do you see anything
to make it decrease appreciably in
the next few monthsg?

A. Not at the present time, and
our company does not care to add to
its storage.

Q. Because you are producing
and you are not buying any oil and
you do not care to go out into the
market and buy oil at any price?

A. That is it. We have produced
on our leases to keep our contracts
on the land.

Q. You have a sale of all you
produce?

A. No, sir, we do not, I am sorry.

Q. What are you doing with the
rest?

A. Putting it in storage and we
are shutting in wells.

Q. You are increasing your stor-
age at the present time?

A. I am sorry to say we are, 1
wish we were not.

Q. Do vou sell to anybody other
than the Gulf Refining Company?

A. Yes, I sold seventy-five hun-
dred barrels a day of West Texas oil
not very long ago for sixty days to
the Humble Company; thirty-seven
hundred and fifty barrels a day for
sixty days to the Shell Company and
a thousand barrels a day to the Sin-
clair Company, a special kind of oil.

Q. That is only when you have
some oll that you do not have a

special need for and want to get
rid of the production of certain wells
in certain fields?

A, We have to sell our oil, we
can’t keep on producing it unless we
sell it,

Q. But as long as the Gulf Re-
fining Company can use it you do
not sell to anybody else?

A. If somebody would pay us a
better price I would. My job is to
try and make money for the Gulf
Production Company and if the Gulf
Refining Company don’t pay as much
as the other fellow, the other fellow
is going to get our oil

Q. The Gulf Refining Company
makes a practice of paying you what
anybody else will pay you?

A, If they want qur oil,

Q. They usually want your oil?

A. The have got to have some oil.

Q. About what per cent of your
oil do you sell to the Gulf Refining
Company?

A. About ninety-five per cent,

Q. About what per cent of the oil
used by the Gulf Refining Company
do they get from the Gulf Pipe Line
Company?

A. A hundred.

Q. What is the relationship be-
tween the Gulf Refining Company
and the Gulf Production Company,
is the stock ownership identical?

A. Yes, sir.

Q. And it is then also identical
with the stock ownership of the Gulf
Pipe Line Company?

A, Yes sir.

Q. The stock ownership is iden-
tical in the three companies?

A, Yes, sir.

Q. What about the directors in
the three companies, are they the
same?

A. No, sir,

Q. Is there a separate board of
directors?

A. Yes, sir. For instance I am
a director of the Gulf Pipe Line
Company and the Gulf Production
Company but not a director of the
other company.

Q. You are a stockholder in the
Gulf Refining Company?

A, No, sir.

Q. Are you a stockholder in the
other companies?

A. All of the stock of all of the
companies is owned by the Gulf Oil
Corporation.

Q. That is the Delaware Corpo-
ration?
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A. No, sir, the Gulf Oil Corpora-
tion is a Pennsylvania Corporation.

Q. The Gulf 0il Corporation of
Pennsylvania is a holding company
and is not engaged in production or
pipe lining?

A. No, the Gulf Oil Corporation
of Pennsylvania holds all of the stock
of its subsidiary companies.

Q. But, I say, the Gulf 0Oil Cor-
poration of Pennsylvania is a hold-
ing company, and is not engaged in
production or pipe lining, it is simply
a stock holding corporation?

A. I think it is a holding corpo-
ration, but I have never looked it
up; I have never looked at its char-
ter, that is none of my business.

Q. These three companies we
mentioned, are they Texas corpora-
tions?

A. Yes, sir, the Gulf Refining
Company of Texas.

Q. The three that operate here
are Texas corporations?

A. Yes, sir.

Q. And in other states there are
gimilar set aps I suppose?

A. Yes, sir.

Q. The Gulf 0il Corporation of
Oklahoma that Senator FPollard re-
ferred to, is I assume, an Oklahoma
corporation?

A. Yes, sir,

Q. None of these three corpora-
tions import any oil?

A. The Gulf Refining Company?

Q. Yes, all those three?

A. I don’t know whether it does
or not, the Gulf Refining Company of
Texas; it may import some, We
have the South American Gulf Oil
Company which has some property
in Venezuela.

Q. That is one of the subsidiaries
of the Gulf Oil Corporation?

A. Yes, sir,

Q. The Gulf 0Oil Corporation
does import to some of its subsid-
iaries to the United States?

A. Yes, sir. i

Q. Do you know whether the con-
cessions that are operated by the
Gulf Oil Corporation subsidiaries in
Venezuela and other foreign coun-
tries atfe for a l}limited period of
years?

A. I am not really familiar with
those concessions. You see my job
is with the Gulf Production Company
and the Gulf Pipe Line Company.

Q. Yes, but unfortunately with
reference to securing information in

the Legislature we find that is true
with all of the companies except the
Texas Company?

A. 7Yes, but I really don’t know.

Q. Oh, I do not say you do, I did
not mean that, I say it is unfortu-
nate with every other company ex-
cept the Texas Company that their
representatives do not know those
things. We have not found anybody
who Enows or will answer except the
Texas Company’s representative does
seem to know.

A. Well, he is the big boss.

Q. There is no one in Texas we
could get that could tell us about
that?

A. I really know of no one. You
see, I was just hired by these people,
I am just a working man.

Q. We are hired by the people
of Texas, trying to find out what to
do about this situation.

A. I know this from hearsay:
That the Venezuelan Gulf Qil Com-
pany has some property in Vene-
zuela that is producing property; it
produces some oil there. I think it
has a potential production by opening
up its wells of very close to one hun-
dred thousand barrels a day. It was
producing during the month of June
—1I haven't the July figures, but I
remember this from the June fig-
ures—about fifty-four thousand bar-
rels a day. That oil is brought to
the Atlantic seaboard and a little
of it may be brought to Port Arthur,
but I think it is a very small amount.

Q. You don’t consider that a very
serious competitor with your Texas
production company, your Gulf Pro-
duction Company in the sale of oil
to the Gulf Refining Company?

A. No, but if we didn’t have that
production down there I might be
able to sell more oil to the Gulf
Refining Company; it would be that
much out of the picture if that was
not there. )

Q. That potential that exists in
Venezuela has an effect on the price
of American oil similar— mnot in
quite as large a degree, but similar
to the potential that exists in the
West Texas fields?

A. The same as the potential
that exists in Russia.

Q. And the greater the poten-
tial in those countries the lower
the price of oil in the United States,
if everything else remains equal.

A. Yes, sir, the oil market is a
world market.
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Q. And the greater the potentials
you develop in other parts of the
United States, the Iower you can ex-
pect the price of oil to be in every
part of the world?

A. Yes, sir; I think every barrel
of oil produced in one part of the
world has an effect on the produc-
tion in another part of the world.

Q. And not only every barrel of
oil produced, but every barrel of oil
that is reasonably capable of pro-

duction, wouidn’'t you say, Mr.
Nazro?
A. I think so. It is just the

same as the wheat crop in the Ar-
gentine affects the wheat crop in
this country. The wheat crop in
Russia is reflected here.

Q. Now, I am trying to get at
this: Some of the witnesses seem to
draw a distinction that oil in storage
affected the market and that oil in
the ground could not affect the mar-
ket. Do you think that is a sound
distinction?

A. It doesn’t sound good to me,

Q. Now, as to thig oil in steel
tankage, 1 believe you said it loses
about one per cent per apnum?

A. That has been our experience
in the last year.

Q. Do you know whether your
experience in the last year is better
than the average in holding oil?

A. We try to make it the very
best we can.

Q. But is it your opinion that
you are succeeding better than the
other companies?

A, T have not asked the other
men what they are doing, but 1
have becn fighting evaporation for
several years.

Q. You have been finding out
what they have been doing?

A. Not on the other man's prop-
erty, but we have been watching our
own and keeping tanks tight.

Q. When the Standard of New
Jersey develops an improvement in
the industry, you try to find out
about it?

A. Yes, sir.

Q. And if it is not protected by
patent rights, you apply it to your
company?

A Try to.

Q. Haven't you tried to do that
in storage—haven’t you tried to keep
up with every advance in storage?

A. Yes, sir.

Q. Don't you know whether you
have kept up with it?

A.
well.

Q. Do you think others have
done better?

A. Possibly so. If they have, I
want to find out if I can.

Q. Well, would it be safe to say
that your experience of one per cent
a year would not be out of line with
the loss over the industry—that it
would not be very much over one
per cent per annum?

A. That is an average grade of
oil?

Q. Yes.

A. That is to say, if it is in steel
tanks, thoroughly settled oil, not
fresh oil—in tight steel tanks—I
mean the roofs were tight, the guage
thatches are kept closed, and that
everything is done to prevent loss
by evaporation,

Q. Then, you think it would be
possible under proper regulations of
the Railroad Commission or a Con-
servation Commission or an agency
of the State government that might
have power to regulate storage to
minimize losses down to one per cent
per annum?

A. I don't know whether they
could minimize the loss on all the
oil that low, because on some of the
very light oils the evaporation would
be greater; they are more volatile.

Q. What 1 am getting at 1is
whether there is any physical waste
in storing oil in steel storage—do
you consider there is any waste in
it?

A. There is a big economic waste,
however.

Q. I am not considering econ-
omic waste,

A. No, as a physical waste I
think it is immaterial,

Senator Poage: That is all.

Senator Weodward: Mr. Chair-
man,

The Chairman: Senator Cousing
had asked leave to ask some ques-
tions,

The Witness: I want you to get
the distinction that oil in steel stor-
age, that one per cent, is what I call
thoroughly settled oil; the gas is all
out,

Senator Poage:
a long ways?

A. Yes, sir, and has been in'tanks
untjl the fresh gas is worked out;
after it has been handled four or
five times the fresh gas is practically
all out. ‘

I think we have kept up fairly

It has been rTun
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Questions by Senator Cousins.

Q. Mr. Nazro, I believe you say
you - are satisfied with the present
conservation law and believe it is a
good law? . a

A, Yeg, gmir.

Q. Have you any suggestions for
improving it?

A. No, sir
have.

Q. How much, relatively speak-
ing,—is it expensive to enforce?

A, I don’t see why it should be.

Q. If some producers were in-
clined to viclate the law, would it
be hard for the commission individ-
unals who are enforcing the law,
would they have to have lots of
help?

A. I don’t think so.

Q. It could be arranged—the
fields could be arranged, and the
pipe lines too, so it could. be deter-
mined who had violated the law?

A. I think so.

. Senator Cousins:
all.

Senator Hopkins: Mr. Chairman:

The Chairman: All right, Senator
Hopkins,

I don’t believe I

I think that is

Questions by Senator Hopkins.

Q. Mr. Nazro, unfortunately I did

not hear the first part of your testi-.

mony this morning.

A. 1 am sorry.

Q. Soam I. I state this because
if I happen to repeat the same line
of testimony you will pardon me.

A. Yes, sir. -

Q. I understand you have de-
clared yourself and your company's
policy as being in opposition to in-
" eluding powers of market demand in
any conservation statute that should
be enacted; is that correci?

A, Yes, gir.

Q. May I ask, is that based upon
the reason that you fear it would
be tantamount to price fixing?

A. Yes, sir.

Q. And wounld lead inevitably to
a price fixing board, probably?

A. Yes, sir. If you can tix one
price, what is to prevent you from
tixing any price?

I heartily concur with you,
I merely wanted to get the benefit
of your view. May I ask whether
you are sufficiently familar with
what ig known as the Woodward bill
a8 to say whether or not in your
opinion the powers of market de-

mand would be fixed in this commis-
sion, although not specifically set
out in s0 many words?

A, T think it would be.

Q. Do you think that would be
the practical operaiing effect of that
bill?

A. I think.it would be, although
I have not studied that bill closely.

Q. “ Yes, sir.

A. I really should not pass an
opinion on anything that I have not
studied closely.

Q. Well, I merely asked for your
opinion based upon your understand-
ing of the bill at this time.

A. It is rather a quick opinion.

Q. Al right.

A. I would rather not pass an
opinion on a bhill which I had not
studied and conferred with our at-
torneys about and thought over to
see just what the wording means.

Q. From the standpoint of your
company's experience with the pres-
ent Railroad Commission and the
laws under which it now operates,
would it be your opinion, Mr. Nazro,
that true conservation could be ob-
tained under present existing agen-
cies as well as under a newly created
agency? The point I make is this:
The Legislature is confronted here
with the direet gquestion as to
whether or not it should create a
new commision or new governmental
agency to administer our conserva-
tion laws or to put that power or
additional power in the hands of an
existing agency. I ask you for your
reaction as to whether or not a new
agency is necessary to administer
the conservation laws?

A. I have no fault to find with
the present agency.

Q. You think it is entirely within
the bounds of reason and possibility
and probability that it can be ad-

ministered satisfactorily io the
future?
A, T think 80. I mean in any

agency the ability is governed by
the men in it.

®@. Then it would not be Yyour
opinion that there is a crying neces-
sity for a new commission to ad-
minister conservation?

A. You mean another one?

Q. Yes.

A. No, we don’t need any more.

Q. Did you say that the Wood-
ward bill provides for a new one?
That is the Teason I am asking the
question. Mr. Nazreo, I have always
subscribed to the general theory that



348

SENATE JOURNAL,

it is impossible to legislate morals
into men and by the same token it
would be impossible to legislate
prosperity into any industry. Do
you think that is a true line of
reasoning?

A. T think so. I thought that had
been taken as axiomatic for a good
many hundred years,

Q. And don’t you think that a
Legislature that has that only in
mind for the sake of expediency is
pursuing the wrong line of thought
and endeavor?

A. I think it is futile.
Q. Yes, sir. Just one other ques-
tion, Mr. Nazro. I am not very

famillar with the anti-trust laws of
the State, but it has been suggested
and it occurs to me as being en-
tirely reasonable that if a new ecom-
mission is set up and created to ad-
minister our conservation statutes
and thereby regulate production it
would be in contravention of our
anti-trust laws and would set up a
means by which the industry could,
if it saw fit, shield itself behind a
new commission and flaunt the anti-
trust laws. Would it be your opin-
ion that that could arise?

A. Senator, the anti-trust laws
of this State have protected many in-
dustries: they protected our industry
when we were young. I know of
no industry in this State that they
have not protected, and T think we
may yet need their protection.

Q. Yes, sir.

A, And I don't care to brush
them aside.

Q. I heartily concur with you and
I merely ask your conclusion, based
upon that premise, if it would not
be entirely possible under the terms
of a new commission cloaked with
authority to state what would be
production.

A. I would prefer to have no
commission if it meant the discarding
of our anti-trust laws,.

Senator Hopkins:
is all.

I believe that

Questions by Senator Woodruff.

Q. Have you read Adam Smith’s
“Wealth of Nations"?

A. No, I am not very well edu-
cated.

Q. Do you know anything about
Mr. Ely, or Mr. Taussig, or Mr. Ri-
cardo?

A. No, sir.

Q. Do you believe, Mr. Nagzro, in|

unrestrained competition in the oil
business?

A. And in every other business.

Q. You  believe in the anti-trust
statutes of Texas, I believe you
stated a while ago?

A. Yes, gir, they protected us:
we would have died aborning if we
had not .

Q. Is it your conception of the
anti-trust statutes of the State and
Federal Governments that they as-
sure some competition to the weak
against the strong?

A. I think so.

Q. That really is the theory and
the justification for the anti-trust
statutes, State or ¥Federal?

A. I understand that was their
purpose, so0 competition could be
open.

Q. Have you ever heard the eco-
nomic theory advanced that unre-
strained competition in its highest
form reached monopoly?

A. I am afraid the question is
a little bit too deep for me. It might.

Q. What Is the position of the
Gulf 0Oil Corporation in the world
0il industry at this time? Is it
relatively strong or relatively weak,
or just barely holding out?

A. 1t is relatively strong.

Q. Well, I am going to ask you
this question, as a layman, and it
it leads you to an Improper expres-
sion, you indicate it and I will with-
draw the question. Take the Texas
Company, for instance, is its posi-
tion strategically as strong as an
agency in the world market at this
time as is the Gulf Qil Corporation
of Pennsylvania?

A. It is probably more strategi-
cally situated from a market stand-

point, but not from a producing
standpoint.
Q. Taking into consideration all

the ramifications of fair activity, is
the Gulf Production Company in a
weaker or stronger position than the
Texas Company?

A, I am not familiar with the
Texas Company’'s financial situation,
which has a big bearing.

Q. Who controis the policies or
makes the policies of the Texas
Pipeline Company?

A. Texpect the Board of Directors
of the Texas Pipeline Company; 1
don't know.

Q. Who holds the majority of the

stock in the Texas Pipeline Com-
pany?
A. I don’'t know,
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The Chairman: Are you referring
to the Texas Gulf Pipeline Company
or the Texas Pipeline Company?

A, I was asking ahout the Texas
Pipeline Company.

Q. I meant the Gulf—the Texas
Gulf Pipeline Company.

A. Don't get us mixed up with
the Texas Company; ours is the
Texag Gulf Pipeline Company.

Q. Who owns the majority ot
stock in the Texas Gulf Pipeline
Company?

A, The Gulf O0il Corporation
owns all of the stock in the Texas
Gulf Pipeline Corporation.

Q. Do you say the directors make
the policy when the sgtock is owned
ty the Gulf 0il Corporation of
Pennsylvania?

A. Yes, sir.

Q. Would your same answer ap-
ply with reference to the Gulf Pro-
duction Company of Texas?

A. Yes, sir. ,

Q. The directors of that corpora.
tion in Texas make the policies of
that corporation?

A. No; all of the directors of the
Gulf Production Company formulate
the policy of the Gulf Production
Company; the directors of the Gulf
Pipeline Company formulate and in-
dicate the policies of the Gulf Pipe-
line Company.

Q. Who are the directors of the
Gulf Pipeline Company and where dn
they live?

A, Mr, W. L. Mellonr ig Chair-
man of the Board.

Q. Who is Mr. W. L. Mellon and
where does he live?

A, In Pittsburgh; that is his
home. Mr. F. A. Leovey is President
of the Company. Mr. John Nelson is
Treasurer of the Company.

Q. Where do they live?

A. In Pittsburgh. I think R. G.
Mellon is a director, and Mr. H. L.
Stone is a director.

Q. Where do they live?

A, They live in Pittsburgh. I am
also a director. I have not a list
of all the directors with me, but I
think that is about the five direc-
tors.

Q. Who is the Ilargest single
stockholder in the Gulf Corporation
of Pennsylvania, if you know?

A. I don't know.

Q. Who are the directors of the
Gult 0Oil Corporation, in addition to
those whom you named?

-

A, T don’t know the names of all
the directors. I am sorry I didn’t
bring the Iist that I had. I can
send you one, if you like.

Q. It would be interesting, I
think, for the commitiee to know
who the directors of the three cor-
porations are, indicating where the
names are the same, if they are the
same persons.

A. T have a little booklet in my
desk, I think, that hasg al] that in-
formation in it, and I will be glad
to send it to you.

Q. Now, I believe you said the
Gulf Refining Company was not a
Teéexas corporaiton.

A. No, I think the Gulf Refining
Company of Texas is.

Q. You think it is?

A. I am sure it is.

Q. Known as the Gulf Refining
Company?

A, Yes.

Q. You don’t know that to be a
fact?

A. I am quite sure of it.

Q. Do you know who are the di-
rectors of that company?

A. I have not the list of all the
directors, but I wil] be glad to send
it to you. This little booklet I spoke
of has the whole list in it, I think.

Q. 1Incidental to the inguiry, if
you know, does Andrew Mellon, Sec-
retary of the Treasury of the United
States, own any stock in the Gulf
0il Corporation or any of its sub-
sidiaries?

A. He can’'t own any in its sub-
sidiaries, because al] of the stock of
the subsidiaries is owned by the Gulf
Qil Corporation. Whether he now
has any stock or how much, I really
don't know. I have always under-
stocd that the Mellon family were
the large stockholders.

Q. Is it your understanding that
the Mellon interests own a control-
ling stock in the Gulf Qil Corpora-
tion of ‘Pennsylvania?

A. Yes, sir.

Q. Do you know whether or not
that is true?

A. I think it is true.

Q. Going back now to the anti-
trust laws, if you say the anti-trust
laws, State and Federal, are desir-
able, if not to say necessary, for the
purpose of enforcing some competi-
tion in the oil industry, and if you
suspected that that competition was
not as alive as it might be, would
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vou then think it desirable for the
Legislature and Congress to further
broaden the scope of those anti-trust
statutes in the State and Nation?

A. T don’t know just how they
could be broadened, whether they
could have more power or less power.
I have not sufficient legal knowl-
edge, and I am not a jurist, so when
you come to discuss what the law
should be, it is beyond my realm.

Q. QGetting the predicate of the
question before you again, if you
suspected that competition was be-
ing stifled under the anti-trust stat.
utes, State and Federal, ag they now
are written—1 say if you suspected
that condition to prevail, would you
then be favorable as a citizen to a
strengthening or a broadening of the
scope of those statutes so as to give
more competition?

A. Yes; but I can't suspect that
when I can see every evidence of
the keenest hearty competition in the
oil industry of any business I know
of; it is vicious, even, trying all the
time to get a foothold in every line
of business; it is keen,

Q. Well, if the anti-trust statutes
at this time, Mr. Nazro, don't bring
to struggling young companies, such
as the Gulf once was, and which Gulf
Company was protected and given a
lease on life by virtue of those stat-
utes, if those same statutes are not
adequate at this time to give pro-
tection to similar struggling young
industries within the. oil business,
would you favor legislation that
would give them protection and give
them a chance?

A. But, Senator, there is hardly
a year goes by but what some new
company springs up and grows
strong. Every new field gives birth
to what might be called a major or
almost a major company,

Q. Well, don't they disappear
from the horizon every year, these
young oil companies?

A, They haven’t done so yet.

Q. Well, there is a rumor cur-
rent around the Capitol at this time
that your company, either the Pipe-
line or the Producing Company of
the Gulf, owned some acreage or
leases in the Van pool at one time;
is that true?

A, We still have some acreage
right north of the Van pool, and
we did have some acreage on the
edge of what is now the Van pool.

Q. Is it producing acreage?

A. The properties north of the
Van pool are producing.

Q. Well, did you not on the part
of the Gulf in Texas give those prop-
erties and give the production from
those properties to some other com-
pany or group to avoid entering into
some sort of agreement with refer-
ence to that field?

A. Oh, I know now what you
are talking about. We had an op-

tion. We didn’t own those prop-
erties; we had an option to take
them, and we did not care to go

into it; we didn't care to exercise our
option, so we let it go,

Q. You just failed to exercise an
option? ) '

A, T get you now; I know what
you are talking about.

Q. Why was that?

A. We didn’t see any particular
advantage for us to do so.

Q. Was it because of that pros-
pective agreement that the operators
and producers in that area were
about to enter into that you did
not choose to exercise your option?

A, That may have had something
to do with it. If we had exercised
that option, we might not have got-
ten what was our fair share, and, ot
course, our fair share is what we can
get.

Q. I sea.

Senator Martin:
last answer.

A. 1t was not a satisfactory ar-
rangement to exercise that option.

Q. Did you ever, or anyone as-
sociated with you for the Gulf, ever
discuss with anyone else that agree-
ment when it was in the making,
with reference to the production of
the Van area?

A, 1 discussed it with our at-
torney.

Q. What did he tell you about
it?

A, Well, he said, as I remember,
‘“How will this affect your property
if you exercise the option; what do
you think about it"? We talked it
over in a general way and decided
not to exercise our option.

Q. Did he gay anything to you
in that conversation about the anti-
trust statutes and their application
to the agreement?

A. As I remember rightly he said
it was a question that might have to

I didn't get that
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be settled, that there was some doubt
about it. '

Q. What is the storage capacity of
the Gulf Oil Corporation and its sub-
sidiaries?

A. You are covering too much ter-
ritory now. You will have to come
down to the Gulf Pipe Line Company
and Gulf Production Company, That
is, I can't answer, because I don’t
know,

Q. Well, you work with them, don’t
you? )

A. No, sir. I haven’t definite
knowledge in regard to the storage
eapacity of the Gulf Refining Com-
pany even at Port Arthur, or what the
storage capacity is at Venezuela, or at
the various refineries along the Atlan-
tic seaboard. I really don’t know
the amount of storage capacity that
the refining companies have, -

Q. Well, do you know whether or
not that storage capacity is filled at
this time?
A. No, sir,
what it .is.

Q. Who does know that?

A. I expect Mr. Burger knows bet-
ter than anyone else of the storage
capacity of the refinery companies.
He is the manager of the refineries.

Q. Who is he?

A. Manager of all the refineries.

Q. Where?

A, He has headquarters at Pitts-
burg but he is on the road most of
the time, or visiting one refinery or
another. '

Q. Well, Mr. Nazro, it would be
pertinent information for your organi-
zation to have, wouldn’t it, as to the
potential capacity of the corpora-
tion’s storage and the amount of oil
that they have in that storage, for
you to know what would be the best
policy ot the Gulf Production Com-
pany to pursue with reference to its
storage, wouldn’t it?

A. No, sir, I don’t think that is
relative.

Q. Well, you are operating for the
benefit and profit of the parent com-
pany, are you not?

A. Not all together, not by a long
shot. My job is to try to make money
for the Gulf Production Company.

Q. But you said stock of the Gulf
Production Company was owned by
the Gulf 0il Corporation and what-
ever profits the Gulf Production Com-
pany would profit the corporation di-
rectly and entirely, would it not?

A. Yes, sir.

because I don’t know

Q. All right.

A. It would, but my job is to make
as good a record as possible in order
to try to please my boss.

Q. Precisely. Then, how do you
know with reference to the amount of
oil to take and the amount of oil to
store in the Gulf Production Com-
pany tanks and facilities to inure to
the_best advantage and profit to the
parent company when you don't know
anything about what the parent com-
pany has on hand, or what it.is do-
ing? I don’t know anything about
that, Mr. Nazro, and I am just fish-
ing.

A. Well, I expect you have caught
a dumb one. But really, that is not
my business. It is easy enough to
look at the Gulf Production state-
ments and see whether it is making
money, or whether it is losing money,
and if we see that the cost of carrying
this storage and tanks, and it is
mounting up, and the insurance, all
of these things is not beneficial to the
Gulf Preduction Company.

Q. All right then, let’s think about
another little matter briefly. In or-
der for the Gulf Production Company
to make advantageous purchases of
crude oil—

A. (Interrupting) We do not make
purchases of crude oil. We produce it.

Q. We will take the pipe line. Does
it buy oil?

A. Only incidentally, and as a mat-
ter of accormmodation to royalty own-
ers and a few people that are closely
associated with them and are part-
ners or co-owners in leases with the
Gulf Production Company.

Q. The Gulf Production Company
is a seller of oil?

A. Yes.

Q. You sell principally and pri-
marily to the Gulf Refining Co?

A. Yes, sir.

Q. In order for the Gulf Produc-
tion Company to know about the
prices which it will contract to re-
ceive for oil sold, is it or not neces-
sary for the Gulf Production Company
to anticipate what sort of priees the
Texas Company, for instance, will
make on its sales? ,

A. On its purchases, yes, sir, and
on its sales.

Q. And on its sales?

A. Yes, gir.

Q. Would it be advantageous to the
Gulf Production Company as sellers
of oil rather to anticipate, to know
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what the Texas Company is going to
do with reference to contract prices
on sales?

A. Why, I think it would be quite
advantageous to know what any com-
petitor is going to do, I think it would
be quite advantageous to know what
any competitor is going te do.

Q. Would it or not be mutually ad-
vantageous to the Texas and the Gulf
Production Company each to know
what the other intended to do with
reference to making sales prices?

A. I think it would in any busi-
ness, if you can find out what the
other fellow is thinking about, what
he intends to do. Why if you are
playing poker, you might as well look
in his hand. It is the same thing.
Look at his whole card. If you can
look at his whole card you have quite
an advantage, haven’t you?

Q. 'Quite so.

A. 1 don't know whether you ever
played poker, or not.

Q. Was it possible, under present
conditions for Mr. Nazro of the Gulf
Production Company and some one
similarly connected with the Texas
Company to have a private conversa-
tion about what they would do with
reference to the sale of oil—

A. (Interrupting) The only thing
is we do not do it.

" Q. But would it be possible?

A. 1 haven't tried it.

Q. You are interested
money, aren't you?

A. Sure, but how far would I get
talking to the Texas Company man
and asking him what are you going to
do?

Q. Suppose he would come and ask
you that question?

A. Then how far would he get? I
would say “It is a beautiful day, let’s
play golf this afternoon.”

Q. Notwithstanding your desire to
make profit, a profitable showing for
your company, you would not converse
with the Texas Company man on that
subject?

A. I might, if bhe would, but I
don’t think he would tell me anything.
The competition is a little bit too
hard.

Q. His competition is a lot worse
than yours, isn't it?

A. Oh, ves.

Q. He ought to be more willing to
have such conversation than you are,
ought he not?

" A. I don't think he would be any
more willing to get any information

in making

from me than I would be willing to
get it from him.

Q. Mr. Nazro, that was just to lead
up to this general question: Is it
possible under present competitive
conditions that there is any concerted
action by reason of an understanding,
written or implied, between the major
companies?

A. I do not think there is any un-
derstanding either written, oral or
implied between any major companies.
I have never heard of one and I know
there are none with our company.

Q. Now, I think you said this
morning you know nothing about the
Gulf Refining Company operations?

A, No, sir.

Q. As a practical oil man—

A. I know a little about it.

Q. Possibly you know in a general
way then about this matter. In the
posting of prices for gasoline products
at the company's stations over the
State, do you understand that the of-
fice force when an order is promul-
gated reducing the price of gasoline in
the retail market, that the office force
is given the substance of that order
and charged with the duty of getting
out the order and communicating it
to the hundreds of retailers over the
State,—do you know how that is
handled?

A, 1 don't know how that is han-
dled but it seems to me that if these
retailers are customers that would be
the natural way for it to be handled,
for ;he wholesaler to tell the retailer
“We have raised, or we have lowered
our price.” It would be the mnatural
thing to tell your customer that. It
seems to me that would be the per-
fectly logical way to do it.

Q. The manager of the refinery
would communicate that to the man-
ager of the sales department?

A. No, it comes back the other

way. The buyer makes the price.
Q. The price of the gasoline
products?

A. Yes, he really makes the price.
He buys his gasoline as cheap as
he can.

Q. With reference to the Gulf
Company in Texas, who is the buyer
of Gulf refined products?

A There must be several hun-
dred thousand of them. I hope you
are one,

Q. You mran the individual pur-
chasers name the price?

A. He buys. The individual pur-
chaser of oil products is the same
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as the individual purchaser .of any
other commodity. He buys his
products where he can get a sat-
isfactory product, the one he likes
at the best price, and that price is
competitive. One storekeeper can
not charge a higher price than a
competitive storekeeper near by, or
he would sell no goods.

Q. Now, Mr. Nazro, haven't you
got the thing switched around? Fore-
hind end to?

A: I think not.

Q. Doesn’t the man who drives
his car into the filling station pay
the price that he must pay in order
to get the gasoline put into his
tank?

A. But if that price is too high
he says I will get it somewhere else.
The price is up there on nearly every
filling station on a board and if
he see fourteen cents in one place,
thirteen cents in another a half a
block away, fifteen cents in another,
and twelve cents in another, if it
is good gasoline of the same guality,
I think he will probably go to the
cheaper place, if he wants to save
a little money. If momney is no ob-
ject go to the first place he comes
to. .

Q. Well, gasoline a year or so
ago was selling at about 16 to 18
cents a gallon all over Texas,—I am
talking about Gulf gas now,—16 to
18 cents?

A. Yes, sir, that is too cheap.

Q. And now it is 12 and 14
cents?

A. Yes, sir,

Q. How did that price happen to
go from 18 cents to 14 cents? '

A. Becanse the other man was
selling it at that price.

Q. In the Gulf organization who
directs the change in the price, who
directs the decrease in the price
charged to the consumer?

A. The local sales manager has
to sell his product. That is a part
of the Gulf Refining Company, but I
know this the sam2 as I know that
of any commodity, that any manu-
facturer must sell the output of his
plant. Either that, or it goes out
of business. He can not continue to
manufacture an article unless he
sells that article., Now, he sells that
article in competition,

Q. Some one has to initiate the
movement to raise or reduce the
price for gasoline.

A. I think it is the same ag any

12—Jour.—1

other commodity. If a man hag a
large stock on hand and needs
money, has to sell, he is going to
try to sell a little more. Now, this
kindhearted salesman .trying to in-
crease his sales, his natural inclina-
tion is to cut the price and some of
them will yield to it. That makes
the other man cut his price or not
sell his goods.

Q. All right. I drive my car into
the Gulf Filling Station down here
and the price is 16 cents, and I say
I can get Texas Company gas, just as
good across the street— —

A, (Interrupting) You can’'t do
that though.

Q. Well, I tell the filling station
man that, that I can get just as good
gas for fourteen cents and the fill-
ing station operator misses a sale,
does he then wire into the Company
and say I am going to cut the price?

A. No.

Q. Who does
that to?

A, He reports to his District
Salesman that ‘I have been losing
customers.”

Q. Then, what does the District
Salesman do? Does he order a cut
to meet the price across the street?

A. Most likely he will if he sees
it done in a dozen different places
and he sees that he is losing sales,
he will say ‘I must meet competi-
tion.” .

Q. Then the Division Salesmana-/
ger make the price policy of the Gulf
Refining Company products.

A. That isn’t price policy. Thit
is a necessity to meet competitign.
That is true in every business, Sen-
ator.

Q. Suppose, Mr. Nazro, the Dis-
trict Salesmanager in order to meet
the situation cuts the, price to thir-
teen cents for Gulf' gasoline. 1Is
there anybody abdve him with
authority to protest that action on
his part?

A. Yes, sir, hg w1ll take that up
with the division/salesmanager first.

Q. Does {he division sales mana-
ger, suppose he should say “We will
put that bunch out of busmess we
will make it eight cents.’

A. That 4s very foolish.

he communicate

He

‘Goesn’t do that.

Q. But if he was to, would he
have authority without intervention
of the Gulf Refining Company?

A. He might do that once or
twice, and then get fired.
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Q. Who would fire him?

A. Probably his superior, Mr.
Nutty, the vice president of the com-
pany.

Q. Is he the next superior over
the district manager?

A. Yes, gir, he is the big guy.

Q. What do you say his name is?

A. Nutty.

Q. Now, Mr, Nutty is the man
we have been looking for a long
time. Does he have the authority
to direct a uniform reduction or in-
creage in retail gasoline prices of
the Gulf Production Company?

A. I think he would have.

Q. He does?

A. Yes, sir,
have,

Q. Now, suppose Mr. Nazro, this
afternoon that Mr, Nutty should de-
cide and determine the Gulf Re-
fining Company could not sell its
products at a profit, at current
prices, and that it was absolutely
necessary to increase those prices
to the retail trade at least two cents
a gallon on every gallon sold
throughout Texas, and he should de-
cide to make that order for the Gulf
Refining Company— —

A, (Interrupting) He ought to
do it if he can sell his preoduct for
that additional two cents. He should
dbd it. He shouldn't have waited
until thig afterncon, he should have
done it this morning.

Q. Somebody has to initiate the
movement when the Gulf can't sell
tt a profit,—the Texas can't either,
¢in it at prevailing prices?

A. I don't see how they can.

Q. Tf Mr. Nutty this afternoon
decides that on next Monday gaso-
line sold through the Gulf agencies
in Texas is gning to go up two cents
a gallon nexx Monday morning at
7:00 o'clock when the stations open
over Texas, ani he communicates
that fact to the rext man under him,
and he on down, he passes that in-
formation on down the line, step
by step to the retailers operating
the filling stations on the street
corners. How long ian your opinion,
or if you know, how long does it
take for an order such as that to
pass from Mr. Nutty through the
usual course to the street corner
retailers of gasoline?

A. I should think in this day of
quick telegrams, telephone service,
they ought to be able to do it in
about two hours.

I think he would

Q. Do you think that is cus-
tomary?

A.  Yes, sir.

Q. Do you think that is the way
it works?

A. Yes, sir.

Q. They telgraph or telephone
the order down from headquarters?

A. That is the way I would do it,

Q. As a matter of practice do
you know, whether or not that is
done?

A. 1 think that is the way it
is done,

Q. All right. If now, if Mr.
Nutty dec'des on such a course this
afternoon and transmits his de-
cisions to his inferiors down the line
to become effective next Monday
morning, how do you explain the
fact that next Monday morning at
seven o'clock when the Gulf price
is posted, or within thirty minutes
after that happens, the Texas Com-
pany, the Humble Company and the
Magnolia Company posts prices to
meet the new price of the Gulf?

A, 1t seems to me that it is quite
simple.

Q. Well, will you explain to the
committee how those simultaneous
increases or reductions are made
throughout the area by the retatlers
of gasoline?

A. 1 really don't know, but I can
explain how I think it would be
done.

Q. All right, if you please.

A. The only reason for a raise
is that the product is selling easily
and that there i3 a demand for it
at a higher price, that the purchaser
will pay a higher price. Now, you
can generally find that out by
whether your stocks are being drawn
on and whether your sales are in-
creasing. Those things have taken
some little time before you find out
what your decision is geing to be.
Every sales organization is watching
that situation in its territory very
clogely, and so it is only natural it
one sees that situation the other sees
it also, and if the gituation is re-
versed it seems to me it is only very
natural it would be taken cognizance
of just about as quickly., Those
changes are not made over night, al-
though the appearance of the change
on the hoard may be made over night
but the facts leading up to the
change may have been going on for
two or three weeks and that is only
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the culmination of a number of
events which have and are occuring.

Q. Then the policy of the Gulf
Reftining Company through its dis-
tribution agerncies is to get all the
traffic will bear?

A. To sell its products as best lt
can.

Q. That means all the tratfic wﬂl
stand?

A. Not always, because you don't
want to lose your customers.

Q. The traffic wouldn’t stand it?

A. Then the traffic wouldn’'t
stand it, I agree with you.

Q. After all is said and done —

A. (Interrupting) You don’'t want
to take advantage of a local situa-
tion.

Q. Now then, if your theory ot
competitive practice did not prevail,
what the traffic would bear with
reference to the price of gasoline,
would probably be greater than it is
under the present conditions, wouud
it not?

A. No. I can't see that.
it would be just what it is.

Q. Do yvou think if the Guif had
an absolute monopoly on the retail
gasoline business in Texas the price
would nevertheless be what it is
now?

A. No, sir, we are too human.
It would be higher. If we had an
absolute monopoly?

Q. Yes.

A. We don't lay claim to any
virtue, we are just as human as any
other outfit.

Q. Then my other gquestion was;
but for the competitive condition
that now prevails in the oil industry

. the traffic would stand a higher price
on gasoline than it now stands.
wouldn’t it?

A. If there was no competition?

Q. Yes.

A. Sure.

Q. Then any tendency to a meo-
nopoly of the retail gasoline business
in Texas should be anticipated and
checked by this Legislature as the
representatives of the people, if pos-
sible, s0 ag to maintain that com-
petitive condition? Is that true?

A. Yes. T think that the oil in-
dustry would be grateful to you if
you could decrease the competition
a little bit.

Q. The Gulf would like to have
an absolute monopoly of the oil busi-
ness in Texas?

I think

A. No. I will tell you, it really
isn’t a good thing to have a monop-
oly.

Q. Why?

A. Because you get dull and lazy,
and you do not keep up your pro-
ducts. Your business slacks. Oh,
you have a sort of rust dry rot, and
then some live wire comes in anid
takes” it all away from you. No sir,
it is a bad thing; you have to have
some competition,

Q. Well, that would apply with
equal force to the purchaser of crude
oil in the State, wouldn’t it?

A. I think so.

Q. Well, haven’t you got compe-
tition in the purchasing of crude oil
at about its highest right now?

A. Yes, sir, you have competition
of course., We have competition in
the production of oil.

Q. Who are the real competitors
in the purchase of East Texas crude
oil at this time? I am not talking
about the little ten and fifteen and
fifty thousand dollar contracts I am
talking about the real competition
in the purchase of the production in
East Texas? Who are the real com-
petitors?

A. There are a great many, all
of the independent refineries in
Texas and Louisiana, Arkansas, some
in St. Louis, some as far north as
Canada, all along the Atlantic Sea
Board. There are a lot of them. '

Q. Are they real competitors ir
determining the price over there, yr«l
think?

A. Yes, sir. They are tnmg to
buy the o:l as cheap as they :an.
At least, it would seem so from the
prices.

Q. Then this final questlon Mr.
Nazro. It is your opizion, summing
up what you said th/s morning and
stating it briefly aad clearly, it is
your opinion,—whgt in your opinion
is direct and unm;dlate cause of the
collapse of the pnce of crude oil
in East Texas? |

A. Too much oil on hand, too
much producti¢n, too much potential
production, tke psychology of the
salesman not' being able to sell his
oil for prices that he thought was
right, and being forced to take what-
ever price he can get, the purchaser
trying to buy his supply -as cheap as
he could get it, and the fear of some
of the producers in the East Texas
field that an order of the Railroad



356

SENATT™ JOURNALIL.

Commission might be issued on some
statewide plan of proration that
would curtail their output to such
a low point as to make it unprofit-
able. There are many reasons, but
I can give you those.

Q. What has happened to the Loui-
siana producers?

A. They are just going out of busi-
ness, they cannot compete, they can-
not produce that oil, numbers of them
are being shut down. .

Q. In drawing any law, or passing
any bill, we should take into consid-
eration when this flush production is
over that we may have to purchase
oil or import foreign oil or oil from
other States?

A, Certainly vou will, and the more
taxes you put on the producer in
Texas the harder you make it for him
to compete with other places.

Q. And any regulation put upon
him, he alwavs pays for with taxes?

A, Certainly. I have not known
of a meeting before the Legislature
in regard to the ¢il business which has
not resulted in a tax on the oil in-
dustry; it has occurred every time,

The Chair: Senator Oneal, I believe
you have some questions.

Questions by Senator Oneal.

Q. T understood you to say while
ago that your fair share of the oil
in a pool was what you could get,
that is vour theory?

A. 1 said that a little facetiously,

Q. What do you think is your fair
sare?

4. The amount of the o¢il which we
cal produce without waste from our
Projerties, that is, properties we have
leased.

Q. Do yor recognize any right in
the adjoining property owner so far
as the developuent of your tract is
concerned?

A. What right has he in our tract?

Q. 1 asked yw the question.

A. 1 do not remgnize that he has
any right in our prperty.

Q. Or in the metiod in which you
develop your properiy?

A. So long as we Jevelop and op-
erate our property without wasle,
that is my business, and not my
neighbor’s.

Q. And if vou can take it out fas-
ter than he can because of vour more
superior financial position and your
organization. vyou are entitled to that?

A. I think so,

Q. That just comes back to the
element of human nature you were
speaking of awhile ago. 1 understood
vou hefore.noon to say there was a
difference in the oil business and
forming of other industries because
the oil business was more a mining
business?

A. Yes, sir.

Q. Now do you make any difference
between mining oil and gas and min-
ing coal or gold or any other mineral?

A. That is in place and cannot
move, yes, there is a difference of the
nature of the product, but you make
no difference as between the owners
of two adioining coal mines or gold
mines and the owners of adjoining
oil properties in the same pool. I am
not thoroughly familiar with the coal
business or gold business, but I un-
derstand it is possible to determine by
drilling test holes, or pore holes to
estimate with a fair degree of ac-
curacy the number of tons of coal un-
der a given tract of land, hecause that
coal is in place.

Q. And you can take by staying
within your lines. vour verticil lines
going down, you can take out all of
yours without touching his in the
least? :

A. 1 think so.

Q. In the oil or gas business you
cannot take out yours, just as if you
have a line that was cut down to it,
if you take it out faster the oil will
flow from the other land, if you bear
him to it?

A. It may.

Q. 1t is your policy to go around
your line first.

A. Always.

Q. Why do you do that unless you
expect him to draw in?

A. Largely because the other man
does it.

Q. You are both after the oil under
that land?

A, Yes, sir.

Q. Your position is that you have
a right to go after that oil and take
it out as fast as you want to, so far
as the State is concerned, unjess there
is what is called physical waste?

A, ies, sir.

Q. Apd after you take it out do
what you please with it, sell it at any
price?

A. Yes, sir.

Q. To give it away?

A. Yes, gir, it is mine.

Q. Or if you had a tank of oil out
there you could ¢pen up that tank
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and turn it loose or do as you see
fit?
A. So long as I do not waste it.
Q. Where is the line of demarka-
tion between wasting it by turning it
loose or selling it at a low price?

A, One is economic and the other
is physical.

Q. You have a right to sell it at
ten cents a barrel if you want to when
you take it out and there is no eco-
nomical waste in that?

' A. A man won’t do that if he ¢an
get a higher price,

Q. I understand that, but I want
to get right down to the distinction
you make between the two, where
physical waste begins and where
economical waste begins. It is yours
after you take it out of the ground
to do as you please with it, so long
as there is no physical waste. Now
where would your physical waste be-
gin, if you took it out and stored it;
how would you handle it, explain how
you would handle it to make a physi-
cal waste after you have taken it out,
it is your oil, it is no longer a na-
tural resource in the ground?

A, Well, if I let it go down the
cireek. .

Q. You wouldn’t have a right to do
that?

A. I don’t think so.

Q. You think the State would
have a right to prevent you from
turning it down the creek or setting
your tank afire and burning it?

A, Yes, sir.

Q. On what ground would it have
that right, and not direct the way you
take it out or limit the amount you
take out of the ground, how do you
make the distinction?

" A. Well, I think the fact, if you
turn it into the creek you are pollut-
ing the water.

Q. Now take it where you have it
in your tank and you burn it,

A. You might set fire to some-
body elses property.

Q. Say if you have got it out so
there is no danger from that?

A. A man isn't going to do &
thing like that, Senator.

Q. I kpnow he isn’t, but I want
to know whether if a man were
crazy enough to do that, the State
would have a right, in your opinion,
to intervene and stop it as a matter
of waste?

A. The State does other things
with crazy men.

Q. Suppose he is not crazy but

just got mad and said he would
burn it up. You know that the
Orange Growers Association in Cal-
ifornia have destroved part of the
orange crop to keep the price up?

A. T didn’t know that.

Q. Well, it has been done. Sup-
pose you have a large amount of
storage and you decide to get rid of
part of it, it is yours, you have taken
it out, and if for any reason that
is satisfactory to you, or any of the
producers, you decide to burn that
much oil, has the State the right
to intervene there and say that is
physical waste?

A. I don’t know,
hypothetical question.

Q. But there is an edging from
it; I tried to get you on the price
and you would not commit yourself
on the price, so we will take an
absolute destruction.

A. Yes, I would say the State
has a right to do that.

Q. Say that you are going to
burn it, it is yours, you have gath-
ered it out there, you're out to your-
self, the State has a right to inter-
vene and say you can't burn that
oil, it is a physical waste?

A. I don't know whether the
State has such a right or not.

Q. Well, now, my decision on that
would determine to some extent what
I think about the State regulating
physical or economical waste in the
oil field. .

A. Yes.

Q. You are not prepared to say
about that?

. A. No, sir, I am not prepared to
say how the State should treat a
crazy man,

Q. Well, I think you are looking
down the line like you do in your
own business, )

A. I dorn’t think that would come

it is such a

up.
Q. You are opposed to any reg-
ulation other than the regulation as
to physical waste. Now, that is what
I am trying to get at, where in your
mind the physical waste begins?

A. The physical waste would
probably have more to do with the
production of gas than with the pro-
duction of oil.

Q. Has the State any more in-
terests in the gas than it has ip the
oil?

A. " May I finish? Because the
waste of gas is wasting a commodity
into the air, if it could be used,
while the waste of oil—I don’t know
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just exactly how to express that.
The waste of oil would be in the
production of oil, not after it has
been produced, as to a protection
against damages, fire hazard and
matters of that kind.

Q. What is the ditference of the
interest of the State, and we are
thinking of the State as the Govern-
ment, what is the difference in the
interest of the State in the gas &nd
0il? That is what I have been ob-
serving about your testimony, there
seems to be a distinction, What ditf-
ference is there in the interest of
the State in gas and ita interest in
the oil?

A. Tt is to safeguard the people
here so as to recover for the use
of the people of the State as much
oil or as much gas ultimately, it is
for the ultimate recovery.

Q. The ultimate recovery of as
much oil or gas?

A, Both.

Q. Then it has the same interest
in the oil as the gas?

A. T think so.

Q. Then it it has a right to force
a conservation of gas wouldn’t it
have the co-ordinate right to force
a. conservation of o0il?

A. But conservation does not
mean necessarily to get a higher
price for your commodity.

Q. But if it would limit the pro-
duction of your oil from the field
by limiting the amount of gas you
can use to lift it—

A. No, Senator, just a moment,
by limiting the field amount Yyou
may increase the ultimate amount.

Q. Do you speak of oil or gas?

A. Both. What you wish to do
is to increase the ultimate amount
if you can in an ordinary way.

Q. When this bill that Senator
Woodward has—it has that for its
purpose, does it not?

A. I expect that Senator Wood-
ward’'s purpose was to increase the
ultimate recovery of oil and gas.

Q. And your opposition to it is
that it will tend to fix the price?

A. If he uses areas as a unit, the
areas are too large and the various
factors in that area are still un-
known,

Q. If he usges the word pools,
which has a definite meaning—

A. That is still too large; from an
individual tract or better still the
individual well.

Q. I believe you testified to all

ot that a while ago, but I believe
that is all.

The Chalr: Senator Parrish, I be-
Iiieve you sald yon had some ques-
tions.

Questions by Senator Parrish,

Q. 1 believe you are with the
Gulf people?

A. Yes, sir.

Q. What is the production of the
Gulf Company in Texas today ap-
proximately?

A. Let me give you the exact fig-
ures.

Q. "Wel], I wouldn’t care,—

A. 1 would rather do it. In the
year 1929 it was eighty thousand six
hundred and nineteen barrels per
day.

Q. What was it in 19307

A. For the year 1930, seventy-
five thousand eight hundred and
thirty-five barrels.

Q. What is the production in the
United States of your company, ap-
proximately?

A, About a hundred and thirty
thousand barrels a day.

Q. Something over nfty per cent
of it in Texas?

A. Yeas, sir.

Q. Now, your company produces
considerable oil in governments other
than the United States?

A. About sixty-seven hundred
barrels a day now in Mexico, which
is sold there. :

Q. Do you produce in any other
countries?

A. The Venezuela Gulf Oil Com-
pany in June produced about fifty-
four thousand barrels a day.

Q. You import oil to this coun-
try, do you, quite a bit?

A.  Yes, sir,

Q. About what are your importa?

A. Fifty-four thousand barrels
per day during the month of June.
That is what we produced, I don’t
know exactly what the importe were.

Q. And you don’t import all of
your production from South America,
do you? ’

A. Oh, we could open up wells
down there and produce between
ninety and a hundred thousand bar-
rels per day from wells already
drilled.

Q. How is the cost of production
there compared to Texas?

A. I think it is a little less, the
wells are easy to make, not very deep
and highly productive.
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Q. You have pipe lines. in Texas,
of course?

A. The Gulf Pipe Line Company,
yes.

Q. You are not a purchaser of
0il?

A, We purchase very little, from
royalty owners under the properties
of the Gulf Production Company and
a few partnerships.

Q. Your compahy don’t hold it-
self out as 2 common carrier for the
public?

A, We are perfectly willing to
carry oil for the publie.

Q. You are what you term a com-
mon carrier, then?

A, Certainly.

Q. What rate do you charge on
that, of course you couldn’t answer
that as to all points; what profit do
vou make on your pipe line?

A. About ten per cent on the in-
vested capital.

Q. Is that about true of all of
the pipeline companies?

A. I think that would be about
the average, some of them may do
more, some of them less, but the
provinee of the Gulf Pipe Line Com-
pany is to handle the product of the
Gulf Production Company and take
it for market.

Q. There is one thing I have not
been able to understand that was
asked awhile ago. You have a posted
price today on oil?

A. Yes, sir.

Q. How do you arrive at that
price?

A. Our refinery tells us that they
will base the Gulf Production Com-
pany the average price being paid
by competitors for oil delivered to
them, therefore we post a price in
the fleld at what we think is the av-
erage price being paid by our com-
petitors.

Q. How do you determine what
that average price is, from thseir
posted price?

A. From their posted price.

Q. The point I can’t understand
iz how you all accidentally arrive at
a certain price to post today?

A, When conditions are a little
bit chaotic we send a boy to the
office of the other companies to look
at their posted price every morning.
‘We send the boy to find out.

Q. They do likewise by you?

A, They don't come to us because
we don’t post it first, 2g a rule,

Q. Who are those other compa-
nies?

A, The Humble Company, The
Texas Company and The Ma.gnolxa.
and it is {n the newspapers.

Q. Then how do they arrive at,—
you don’t know how they arrive at
a price .to post?

A I think so.
Q. "How?
A. They bid on the price they can

gell the product for.

Q. Isn’t it a fact that they sell
the product at whatever price they
put out?

A. No, at what price they can get.

Q. Well, now I trade with you
people quite a bit, the Gulf people.
I don’t quite get your position in this
case, because your price that you
have been getting for lubricating oil
in my Ford has been about thirty
or thirty-five cents ever since I can
remember.

A. It is awfully good, Senator,
awfully good oil. !

Q. You know you can get that‘?

A. Fine, it is worth it.

Q. It is worth that when 011 was
two dollars a barrel?

A. T think so,~—mno, it was worth
more than that then.

Q. You sold it too cheap, then?

A. Sure. I am not in the sales
division.
Q. .In other words, vou are not

familiar with any end of it except
the production?

A, That is my job.

Q. Another question I want to
ask you; you need not answer un-
less you want to, it is purely the
curiosity of a country boy. I un-
derstand Mr. Mellon is a big stock-
holder of your company?

A. I expeet so. Which Mellon
do you mean.

Q. How much does he own?

A, I don’t know. 1 say which
Mellon do you mean?

Q. The big one.

A, 1 haven'’t any idea.

Q. You are not very familiar
with the company, except the pro-
duction end of it, that is your line?

A, That is my line.

Q. Are there any officials in
your company that are really famil-
iar with the entire business from one
end to the other?

A, I expect so.

Q. Who?

A. I should say that Mr. W. L.
Mellon was very familiar with Iit.



360

SENATE JOURNAL.

Q. But to be frank with this
Senate you see there is no way to
get that information?

A, 1 will tell you anything 1
know,

Q. 1 understand, but you know so
little. There is no way to be frank
with this Senate and to tell it about
the business of your company, there
is no way on earth that you can get
at the inside workings of the Gulf
Qil Company from the beginning to
the end, unless you had Mr. Mellon
or somebody like that?

A. No, you are wrong. I will tell
you everything I know in regard to
the Pipe Line Company and the
Gulf Production Company, but I am
not connected with the Gulf Refin-
ing Company which manufactures
and sells the oil.

Q. But I understand you to say
Mr. Mellon would be the man Wwho
would familiar with all of it?

A. Yes, sir.

Q. And the different connections
of the company?

A. Yes, but under Mr. Mellon
there is a head of each of these sub-
sidiary companies, that is the pro-
ducing companies, transportation or
pipeline companies, and refining
companies, and refining companies,
and he looks to those men for re-
sults.

Q. 50, without some man like Mr.
Mellon there is no one we could get
who could give us all of this infor-
mation with reference to the com-
panies’ workings?

A, 1 really don't know.

Q. All right; one other question:
Under these proration orders of the
Rairoad Commission, has your com-
pany complied with those orders in
the past?

A. In every way we could.

Q. You haven't violated them at
all, so far as you know?

A. I don't know of an order we
have violated.

Q. Now, I want to ask you this
question: When you take the oil
business from the world-wide stand-
point, don’t you think that the price
is going to some day be forced in
this government to compare to some
extent with the oil of other nations?

A. Certainly it will.

Q. Well, what would you say
would be a fair price for crude oil?

A. Under today’s market?

Q. Yes, sir.

A. For light oil, somewhere in

the neighborhood of forty-five or
fifty cents a barrel,—about (fifty
cents,

Q. That would be a fair price?

A. Yes, sir.

Q. Well, why is it East Texas oil
hasn’'t been bringing that?

A, Because the producer is will-
ing to sell for less price and he can
not get a better one.

Q. Well, I don’'t get your posi-
tion. With one breath when you tell
me that you post a price to Qe fair
to everybody, based on what the
market will bring, and then in East
Texas field, you tell me that al-
though you have posted that price,
if you can find some {fellow that
will—

A. We haven't posted any price
in East Texas, Senator. We with-
drew our postings over there. The
market was too chaotic.

Q. Well, you are purchasing oil

over there,—for fifty cents. You
were?
A. We had sgixty-seven, and

when the other people cut to thirty-
seven, we cut it to thirty-seven, and
then when it got too chaotic, and we
didn’t know what it would be, and
what to pay, and we withdrew the
price entirely and said that we would
pay to our royalty owners the price
that was the average price that we
could best determine prevailed dur-
ing the month of July. That was the
average price that the major pur-
chasers were paying.

Q. In other words, the posted
price, as vou state, doesn't govern
you, but if you can buy it for less
money, you will certainly buy it?

A. We are not doing it.

Q. You did do it when it got
down to thirty-seven cents a bar-
rel, didn't you?

A. No; we— —

Q. You dropped your price to
thirty-seven?

A. Yes, sir.,

Q. That was fifteen or twenty
cents below the market—what it
should have brought?

A. You can not say what a com-
modity should bring.

Q. You just a minute ago said
what it should bring.

A. 1 said that would be a fair
price the world over.

Q. Based on what you can get
for the o0il?

A. The world over. You have to
take the low grade with the high
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grade, and the high market. It will
average in the neighborhood of fifty
cents.

Q. Now, what do you get out of
a barrel of oil when you purchase
it, and it is run through and sold to
the retailer and your filling sta-
tions?

A. I am sure I don’t know. 1
have nothing to do with the selling
end of it.

Q. In other words, so far as you
are concerned, the only information
you have is that in regard to pro-
duction.

A. And transportation.

Q. And transportation?

A. Yes, sir.

Q. I want to ask you this ques-
tion. You say that your profit is
about ten per cent on the invest-
ment— -—

A. On the invested capital in the
pipe line.

Q. In the pipe line?

A, Yes, sir.

Q. How about these government
reports that report that all of these
pipe lines,—I am not talking about
your company, but I remember some
of them that made considerably more
than that last year?

A. I think I have a list of what
the pipe lines made. I have so mudh
stuff here that I don’t know where
to get it all. -

Q. Well, while you find that,
what effect, in your jugement, would
it have on the price of oil, should
Texas production be cut fifty per
cent, say tomorrow?

A. Probably increase it.

Q. Uh, huh. Increase it—to
what extent do you suppose?
A. TFifty per cent or Dbetter.

- More than that if it was going to
stay cut. That is, if production was
going to say down—probably more.

Q. Well, based on that theory
then,— —

A. Probably increase the price
if you were f{o cut the production
in Texas, half in two,—the price
would probably double.

Q. What effect would it have on
the price of o0il in Oklaghoma and
other oil producing states?

A. It would help them too.

Q. Well, then, on that theory,
proration might increase the price,—
wouldn’t it?

A. Sure; it might, and it might
not. If you have proration but don’t
call it by “proration,”’-—if you have

curtailments. If you tell the cotton
farmers and the wheat farmers that
he can only plant half as much cot-
ton or half as much wheat, wouldn't
the price of cotton or wheat go up?

QR. I think so.

A, If it could stay that way. But,
has this Senate or any legislative
body the right to fix a price—that
it will fix the price of what a com-
modify would be sol@ for? They do
that over in Russia, Senator,

Q. I understand they do. I be-
lieve that's all the questions I want
to ask. '

Senator Purl: Mr. Chairman.

The Chairman: Senator Purl.

Scnator Purl: I have one or two
guestions.

Questions by Senator Purl,

Q. Mr. Nazro, did you say that
you were the second vice president of
Your company?

A. No; I am a vice president,

Q. You are a vice president.

A, Yes, sir.

Q. Do "you want the record to
show, as it now stands, that you are
a vice president of your company,
and do not know who the directors
of that company are?

A. I don’t mind.

Q. Isn’t that what the records
show?

A, T think I named all of them.

Q. I understood you to say that
you would mail the rest of them in.

A, Of all of the subsidiaries and
of the other companies,

Q. Mr. Nazro, is there any sort
of an arrangement whereby your
company and the Humble 0Oil Com-
pany, when your geologists bring in
a map and show where there might
possibly be some o0il,—that they
work together in going into the dif-
ferent fields?

A. No, sir.
Q. BSir?
A. No, sir. No, sir.

Q. Is there any record showing
in the East Texas field where when
the Humble starts in to: pioneering,
that the Gulf Company will lease up
a part of it, and the Humble Com-
pany will lease some?

A. I don’t think so.

Q. Nothing of that kind?

A, No, sir.

Q. I see. T believe that’s all.

Senator Woodul: Mr. Chairman.

The Chairman: Senator Woodul
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Questions by Senator Woodul.

Q. Isn't it a fact that the major
companies are trying to get some
acreage for production?

A. Certainly.

Q. Cood business requires that?

A. We think so.

Q. Now, another thing that Sen-
ator Parrish started to ask you about
Is this ethereal proposition of the
earnings on the capital stock on
your pipe line, Isn't it a faet that
there is a whole lot of difference
in your earnings—when you take
your capital stock and your invested
capital in a pipe line?

A. Anything.

Q. In any business?
A. In any business,
Q. Yes, sir. In other words,

your pipeline company, as I under-
stand it, is capitalized for three and
one-half million dollars, isn’t it?

A. Yes, sir.

Q. According to the figures, based
on the requirements of the Inter-
state Commerce Commission—and
you have to keep all of your records
according to rules and regulations
prescribed by the Interstate Com-
merce Commission—that the last re-
port was something over fifty-four
million dollars. 1Isn't that true?

A. Almost sixty million dollars.

Q. Almost sixty million dollars?

A. Yes, sir.

Q. If you get twenty per cent
on three and a half million dollars,
that would be a long ways from
twenty per cent on sixty million dol-
lars investment, wouldn't it?

A, Why, certainly,

Senator Martin: Mr. Chairman.

The Chairman: Senator Martin.

Questions by Senator Martin.

Q. A moment ago you made some
reference to Louisiana—in reference
to the severance tax in Louisiana.
It is not a question then, as to when
the tax is put on, or where, but it
iz the amount of tax over there that
is giving the trouhle?

A. Yes, sir,

Q. In other words, if this sever-
ance tax or gross production tax,
or whatever it might be—they just
made the tax so heavy that it is
hard to bear?

A. They fix a tax based on a
number of cents per barrel, and that
kind of a tax is always unjust.

Q. How's that?

A, It is always unjust.

Q. Why would it be unjust?

A. If your commodity is selling
at a dollar a barrel, and you have
ten cents a barrel tax, yon are pay-
ing a ten per cent tax, aren’'t you?

Yes, sir.

A. But, if your commodity is sel-
ling for fifty cents per barrel, you
are paying twenty percen: tax.

Q. Yes, sir. Then would you
say that our gasoline tax in this
State is an unfair or unjust tax?

A, The consumer pays that tax.
He pays four cents a gallon, as I
understand it, for the purpose of
keeping up the roads.

Q. Al right. Now then, in pay-
ing so much per barrel, say at the
well, in posting a price for crude
oil, would you take into considera-
tion the fact that a certain amount
would be paid for taxes there, and
pay it accordingly?

A. We always do.
production tax now.

Q. Well, where is the difference?
I don't see any distinction. If you
are going to have to pay a certain
amount of tax, it seems to me that
it would be fair to the State to get
a certain amount out of its oil, rather
than for the state to have to govern
the amount according to the price
as it fluctuates up and down accord-
ing to the market in the hands of
those in charge—according to the
whims of those that operate it.
Don't you think that it would be
just the same to take so much per
barrel at the wells? than a gross
production tax?

A. It might be just as good for
the State, but where is the producer
going to come out?—on this propo-
sition.

Q. He buys his oil, couldn’t he
take that into consideration?

We pay a

A, The man who produces the
oil?
Q. Yes, sir.

A. No; he would take that into
consideration,

Q. He buys oil on the market—
couldn’'t he take that into consid-
eration?

A. Yes, sir; but that tax would be
put on the producer in this state,
and it would make a hardship
against him in competition with pro-
ducers in other states.

Q. It is not a question of whether
or not it is a fair or an unfair way
to tax, but it is a question of
whether or not the tax in this state
is the same as the tax in some other
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state where oil is produced, that
brings about unfair competition.

~A. I presume that if we had a
tax in every oil producing state the
same, there would be a reasonable
amount of equity to it, but why
should the oil business be taxed un-
duly? It pays a tremendous tax
now.

Q. I understand that, Mr. Nazro.
But it is getting to bhe a proposition
of whether the tax on the oil—
whether you call it severance 1iax,
would be an unfair tax on the oil
business. Now, if the tax were placed
on the oil at the well, and graduat-
ing that—a certain amount for a
hundred barrels, and on up and let
the tax get a little higher, don’t
you think that would take care of
this proration, rather than some or-
der of the Railroad Commission?

A. No, sir.
Q. Why not?
-~ A. It is simply taxing a man a

very high rate during his flush pro-
duction, when he hopes to get his
money back—during the flush per-
iod.

Q. Don’t you think that it would
have a tendency to make him hold
. production down?

A. No.

Q. Why not?

A. Well, suppose—I suppose if
you put enough tax on it—enough to
close in his well, it would.

Q. That’s what I have in mind.

A. If you would make it prohib-
ittve—if you confiscate his property
—his well.

Q. Not the big producer, hut the
yvell——put the tax on that weil that
1s preoducing more—put the tax
higher every time,

. A. Yes, sir; you could just con-
fiscate his property.

Q. You think then a severance
tax—the severance tax they have in
Louisiana and haven’t got it here in
Texas and other oil producing states
—that’s what makes it bad in Louis-
iana?

A. No, sir; because they have
placed it on for a mumber of cents
per barrel in Louisiana, rather than
a percentage of the value of the
product.

Q. Do they have a gasoline tax
in Louisiana too?

A, Yes, sir.

Q. What is their tax?

A, I think Louisiana has four
cents, the same as ours.

Q. The same as Texas?
A. Yes, sir.

Q. That’'s all. -
Senator Pollard:
The Chairman:

Mr Chairman.
Senator Pollard.

Questions by Senator Pollard.

Q. Mr. Nazro, you are acquainted
with conditions of the various oil
fields.in Texas in regard to the num-
ber of cubic feet of gas that escapes
to lift a barrel of oil, are you not?

Al Senator, there are so many
different wells in every pool, to give
an intelligent answer you have to
take in each well.

Q. What constitutes waste in es-
caping of gas jn the lifting of o0il?

A. TUsing more gas than 'is nec-
essary to lift the oil.

Q. I believe a petrcleum engineer
testified here the other day that in
the Big Lake area five thousand
cubic feet of gas escaped in the lift-

ing of each barrel of o¢il. Is that
waste?
A, I don’t know just how much

of thdt gas is really a part of the
oil itself—that is held in solution
in the oil.

Q. I believe the testimony showed
there is about a gallon and a half
per thousand cubic feet.

A. Of gasoline?

Q. Would that be waste?

A.- No.

Q. Then it is your idea that you

are only taking into consideration
the gasoline content of the gas and
not the possible use of the gas?
. .A. Oh, no; you have to take
both into consideration. You must
take the volume of the gas and what
it could be used for as dry gas.

Q. What constitutes a wet gas?

A. The amount of gasoline held
in suspension.

Q. Well, how much?

A, Well, any amount is wet to
that extent.

Q. All-right, you say that a gal-
lon and a half per thousand cubic
feet of gasoline isn’t wet gas?

A. It isn’t very wet. It's just a
little damp.

Q. Just kind of like the Volstead
Act?

A, Yes, sir.

Q. Then, would you say three

gallons of gasoline would be wet?
A. That is fairly wet gas.
Q. Yes, sir. Then, if any gas
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escapes in the lifting of a barrel of
0il containing as much as three gal-
lons of gas per thousand cubic feet,
—of gasoline I mean, that would
constitute waste?

A. No; because there is some gas
held in solution in some oils, and
as that oil is released from pressure
that gas will come out of the oil and
carry probably three percent of gas-
oline, and you have to bear in mind
also that it takes a tremendous ex-
pense to recover that gasoline, par-

ticularly in a new field. It takes
time.
Q. In your East Texas field,

where they—trom two hundred and
fifty to three hundred cubic feet of
gas escapes in the difting of each
barrel of oil, is that an economic
waste, or a physical waste?

A. I don't think I can give an
answer of ves or no to that kind of
question.

Q. Well, T will be glad for you
to — —

A, Icould — —

Q. Well, just tell me.

A. This gas in the East Texas
fields. It is held in suspension in
that oil, and comes off very readily,
and the gas ig right in the oil.

Q. About four gallons per thou-
sand cubic feet?

A. I think more than that could
be recovered if the equipment was
ready to do so, but two or three
hundred cubic feet per barrel of o¢il
is a rather low ratio. It is doing
its work.

Q. Have you said it was waste—
what is waste?

A, No, I wouldn't consider that
waste,

Q. Are you operating in the East
Texas field now?

A. Yes, sir.

Q. You are producing oil from
wells over there?

A. Yes, sgir.

Q. How much are you taking
from each well on the average?

A, Two hundred some odd bar-
rels; we are following the Railroad
Commission's orders.

Q. You don't have any casing-
head plants over there?

A. Oh, no, not yet.

Q. In your opinion, would it be
practicable to operate them in this
field at this time?

A. I hardly think so, not at this
time; it may be in the future.

Q. In regard to escape of that
gas over there, is that condition
there— the escape of gas in the lift-
ing of oil as great ag in other fields
in Texas?

A. You mean the gas-oil ratio?
Q. Yes.

A. 1t is less than in some.

Q. It is less than in any other field
in Texas, isn't it?

A. It is very low.

Q. Then, if it is waste in that field,
it would follow there is more waste
in other oil fields in Texas?

A. Not altogether.

Q. As a general rule, would it fol-
low?

A. No, in some fields it will take
more gas to raise a barrel of oil than
in another field.

Q. I know, but there will be more
escaping in the lifting of the oil.
Here is what T want to find out: Why
is it, with the smallest oil-gas ratio
of practically any field in Texas, that
geologists testified before the Rail-
road Commission and a Senate com-
mittee that that is the only fileld in
Texas where there is any great waste
at this time; can you answer that?

A. In most of the other fields
provisions have been made to utilize
the casinghead gas. This East Texas
field is still in a very new condition;
it is still being drilled, and it will
take some time and a lot of money to
put in equipment.

Q. Are they putting in new casing-
head plants in other fields?

A. I don’t think there is a new one
anywhere and many of them are shut-
ting down, because they are making
no moeney.

Q. Do you think there has been
any sin committed against the indus-
try by oil being discovered in East
Texas?

A. Why, no, it was going to be dis-
covered, anyway. Sin against who,
Senator?

Q. We people in East Texas have
gotten to feel from the criticism—
every time you see anything in the
paper it is about East Texas ruining
the o0il industry—we never saw any
oil before and at home we are rather
proud of it, but ocutside we are rather
cowed. Isn’t it true, Mr. Nazro, that
the general economic condition of the
world has something to do with the
condition with the price of crude oil,
as well as with every other kind of
goods at the present time?
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A. Yes, and every other commodity.

Q. Is it any more necessary to
legislate in behalf of the oil industry
than for the farmer, in your opinion?

A, Not a bit.

Q. You don't own any of the pro-
ducing areas in the Van oil pool at
this time, do you—that is the uni-
tized area?

A. Not in the unitized area.

Q. Do you favor an embargo on
the importation of oil?

A, No.

Q. Do you favor a tariff on o0il?

A. No.

Q. If the bill advocated by Sena-
tor Woodward was passed, would
that mean an immediate increase in
the price of crude oil?

A. T don’t think so.

Q. Do you buy oil in California?

A. No, sir, we have a little pro-
ducing property out there we made a
mistake on. '

Q.. According to the information
we have, in California prior to the
convening of the introduction of our
recent o0il and conservation statutes,
as they call them, the price of oil
and gas gasoline was very low; is
that true?

A. I understood it was.

Q. But immediately after the en-
actment of these laws the price of
oil was increased about 40 cents a
barrel; is that true?

A. T understood so.

Q. And the price of gasoline to the
consumer increased 5 1-2 cents a gal-
lon?

A. I think s=o.

Q. Is that because of the law of
supply and demand over there being
suddenly changed?

A. I don't understand that situa-
tion; I don’t understand just how
that did occur.

Q. I would like to know.

A. So would I

Q. You fellows ought to be able
to tell us.

A. I would like to know, too.

Senator Pollard: That is all

Questions by Senator Neal.

Q. I see in the headlines of the
paper this afternoon that you are
quoted as flaying regulation or being
opposed to proration. May I ask if
your company *has complied with the
letter and spirit of the proration laws
up to now in the proration order?

A. We have complied with the

rules and regulations of the Railroad
Com:nission. We have filed objec-
tions; that is, we objected in the
hearing before the Railroad Commis-
sion to this so-called statewide prora-
tion, yet we have gone along.

Q. In objecting to proration do you
find that these proration orders have
been disadvantageous 0 your com-
pany—to your business?

A, L think this statewide prora-
tion has.

Q. Well, if it has been disadvan-
tageous to your business do you con-
sider it has been disadvantageous to
the State?

A. I think that the statewide pro-
ration order has been.

Q. And has it been disadvantage-
ous to the little fellow?

A. I think so.

Q. Who, or what agencies are re-
sponsible for proration in Texas?

A. Do you mean the statewide pro-
ration so called?

Q. Yes. Who is it that favors pro-
ration and hopes to finish it by pro-
ration regulation?

A, Great many people.

Q. A great many people?

A. Great many people.

Q. Who are these great many peo-
ple?

A. The Central Proration Commit-
tee has been the what might be called
the leader of that movement for state-
wide proration.

Q. Is this Central Proration Com-
mittee composed largely of represen-
tatives of major companies or repre-
sentatives of minor companies?

A, I am sure I don't know all of
the members of the Central Prora-
tion Committee,

Q. Do you not feel that proration
discourages wildcatting and the open-
ing up of new fields?

A. No; I think it encourages it.

Q. You do.

A. VYes,

Q. In what way? .

A. It holds out a hope to the wild-
catter that-he will be able to bring
in some new field and have that field
under proration to fhe advantage of
his new field.

Q. Do you not feel that proration
discourages or causes the royalty own-
er to have very little hope in ultimate
recovery of profit?

A, Senator, I want to get the dif-
ference in your mind between prora-
tion, or a plan for conservation and
orderly development in one specific
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pool, as different from this so-called
statewide proration.

Q. Well, drawing a distinction—

A, There is a very marked dis-
tincetion.

Q. Drawing a distinction between
some specific pool and a statewide
plan, you think there would be en-
couragement, then, to the wildcatter
to prorate a specific fleld?

A. 1 don't think it makes a bit
of difference.

Q. You don't?

A. Because that plan that you
might call proration is a plan for the
congservation of the oil and gas in
that field, for the prevention of
waste, and for the orderly develop-
ment and operation of that particular
pool.

Q. May I ask then, if you think
any advantages have accrued to the
State and the producers—I bheg your
pardon—to the royalty owners, say
in the East Texas pool, or will ac-
crue to them through this bill that
we have bhefore us now——the Wood-
ward bill. It seems the royalty own-
ers have received hut little consid-
eration in this bill.

A. 1Ithink that any plan for state-
wide proration will be detrimental,
not only to the royalty owners, but
also to the operators in all of the
pools in Texas.

Q. Senator Pollard asked you
some qguestions about the waste of
gas in East Texas, and perhaps my
question will be a repetition of those
questions; but I want to ask, are
you a petroleum engineer? 1 pre-
sume you are @& practical one, at
least.

A. I don’'t know whether | am
or not; I know a little bit about it.

Q. What ig free gag?

A. What is what?

Q. What is free gas?
free gas in a field?

A. 1 would say that was the gas
not held in solution in the oil.

Q. Mr. Foran, whom you no
doudt know-—

A, No, I haven’'t met him,

Q. He was before this body for
a day and a half. Mr. Foran said at
Kilgore a few evenings before I
came down here that there was very
little free gas in the East Texas field.
Have you been in the East Texas
field, may I ask?

A. Yes, ma'am,.

What is

Q. Do you consider a great deal
of gas is being wasted in that fleld?

A. 1 think quite a lot of it is
being wasted.

Q. You do?

A. Yes,

Q. Do you think it is recover-
able?

A. The gas which is now being
wasted?

Q. Yes,

A. The gas which {3 being wasted
today is not recoverable.

Q. Why isn't it recoverable?

A. Because it 13 being burned or
going off into the air.

Q. Would it be practicable to the
operators to conserve this gas?

A. 1 think so.
Q. In what way might it be con-
served?

A. By producing the wells to a
less capacity.

Q. Do you think that would re-
duce the waste?

A. 1 think you would utilize that
gas over a longer period of time, so
that you would produce—s0 the pro-
ducers would produce more barrels
of oil. It would be a great economic
saving as well.

Q. Do you not think that by that
process vou would restrict the flow
of the oil wells to the extent that it
would not be profitable to the op-
erators probably to operate it?

A. 0Oh, no, no.
Q. You don't?
A, No. You could still operate

those wells and reduce the fiow of
gas very materially,

Q. I make this statement and see
whether or not you agree with me
——or rather with him. I asked
Mr. Foran at this meeting a few days
betore I came down here if this gas
that is so-called wasted now in the
field, and which is being burned in
great quantities all over the field, it
that could not be piped back down
into the ground to be utilized or
whether or not it would be possible
to establish a gasoline plant in this
field. He said it would not be pos-
sible.

A. Would not be profitable?

Q. Would not be profitable, that
the machinery necessary for pump-
ing this gas back into the ground
was too expensive to make it profit-
able in this field unless there was
more cooperation on the part of the
operators to do that.
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A. T think it would be unprofit-
able at the present time.

Q. I just wanted to bring that
out as a refutation of the charges
that have been brought here so many
times that gas is being unduly wast-
ed in the Past Texas field. How
Iong do you think that a well should
enjoy flush production before the
production should be curtailed un-
der some conservation order or rule?

A. As long as possible.

Q. As long as possible?
A. As long as possible for the
well to flow without waste.

Q. T think I understood from the
witness from Amarillo yesterday,—
I have forgotten his name,—that a
well should not be prorated or re-
stricted under two years. I may have
misunderstood him in that statement.
Do you agree that in order for a man
to receive some return on his invest-
ment, that his well should enjoy the
flush production for as long as two
years, if it can be operated without
undue waste?

A. Why, Senator, if he can en-
joy a large production from the well
for the rest of his life, without waste,
I think he ought to be allowed to
do so. :

Q. You are not a strict conserva-
tionist.

A. Yes, I am.

waste.
. Q. Without waste. Well, there
is one other question, Mr. Nazro, that
I would like to ask you. I under-
stand there has been a bill intro-
duced which will prohibit the pol-
lution of sireams by the drilling of
wells in the streams or mnear by
streams. Do you think it is possible
- to operate a well, that is, drill with-
in the bed of a creek without ab-
solutely polluting the water of that
stream? :

A. I expect it would be possible,
but somewhat difficult, a little pol-
lution, but a little pollution wouldn’t
hurt anyone.

Q. Would a well drilled within
the bed of a stream be more likely
to pollute that stream than a well

I said without

drilled on the margin of a stream?
A, Not if proper precautions
were taken .
Q. That is all.
Senator Woodward: Governor

Sterling wants to come before the
committee this afternoon, and it is
4:20 now and if we are through with

this wituess I move that we stand at
ease for ten minutes so the Gover-
ner can make his arrangements to
come up.

(Motion duly seconded and carried,
and the committee stood at ease un-
til 4:30 p. m. at which time the fol-
lowing proceedings were had; to-
wit:)

Governor Sterling was then pre-
sented to the Senate committee, and
upon questioning by Senator Wood-
ward testified as follows:

Q. Governor Sterling, a few days
ago over in the House, Mr, Farish
testified, and during the course of
his testimony he was asked to re-
late to the House and to the Com-
mittee the facts in reference to some
transaction you had with the Humble
Company in 1930 in respect to some
royalties, and it was referred to as
a loan. I wishk you would explain
to this committee the facts and de-
tails of that transaction as they oc-
curred, and state what it is.

A. On the 3rd day of January,
1930, the Humble Company brought
in a well on a fifteen hundred acre
tract of mine and some friends of
mine,—I owned three-fourths of the
land and the other parties owned
one fourth of it. This appeared to
be a very good well and several days
after the bringing in of this well a
representative of the Humble Com-
pany _came to see me and wanted me
to allow them to defer drilling for
a year. I told them I didn't want
to wait so long to get some revenue
from this property, that I had waited
about four years,—that had been at
least three or four years,—and they
sald “We are willing to pay you for
this consideration.’” There was one
hundred and seventy-five thousand
dollars that had to be paid on ac-
count of the bonus on the lease, that
is, when oil was brought in, and so
they agreed to pay two nundred and
twenty-five thousand dollars advance
royalty. In other words, they fig-
ured theré would be about that
amount during the year that would
come in on this well— —

Q. (Interrupting) That would be
yours?

A. Yes, sir, that would be mine.
S0 they agreed to pay me the two
hundred and twenty-five thousand
dollars, or us, rather, and the one
hundred and seventy-five thousand
dellars on the bonus on the lease,
which was sold to them several years
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before. So 1 accepted the proposition
and the well was closed in for a
year, hut it was no loan hecause I
never have to pay it back.

Q. Now, Governor, did you exe-
cute an ohligation of any kind, or
make any promise or agreement to
pay that back?

A, I certainly did not. On the
contrary it was not to be paid back
because it was royalties and if they
didn’'t produce the oil and get that
amount of royalties it was their
hard luck and they didn’t get it.

Q. Now, if I understand that,
summing it up, you sold a lease,—
you and vyour business associates
sold a lease to the Humble Com-
pany?

A. Yes, T think that lease was
sold in 1926.

Q. In 1926.

A, T am not sure about the date,
but I believe in 1926. And by the
way, it was sold with competitive
bidding.—1I see Nazro laughing over
there—with the Gulf and Humble,
they were competitors and we left
it up to sealed bids and the Humble
won by ten thousand dollars.

Q. The Humble paid you ten
thousand dollars more than the Gulf
agreed to pay?

A. Yes, sir.

Q. It was a competitive proposi-
tion?

A, Yes, sir.

Q. Now, when that lease had run
some four years— —

A. T am not sure about the date,
but I think it was in 1926, Senator.

Q. The time,—whatever it was.

A.  Yes, sir.

Q. They did not want to develop
the property?

A, No,

Q. That is, to furither develop it.

A. In other words, it was what
was termed a five year commercial
lease and part of the time was up
and 1 had jacked them wup a bit
about doing some drilling and they
decided to do some work. The time
wasn’'t up, however, because they
had five years in which to drill by
paving the rental each year, so they
started drilling 1 think in the lat-
ter part of 1928, or maybe 1929. I
guess 1929,

Q. And brought in the well on
the 3rd day of January.

A, Yes, 1930.

Q. When they brought that well
in, of course they then knew it was
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productive property,—it wag proven
territory?

A. Yes, sir, we all knew it was.

Q. And they didn’t want to fur-
ther develop the property, which
you had a right to demand they
should do?

A. Well, my lease called for rea-
sonahble development.

Q. So in consideration of you
agreeing to permit them postpone,
—vyou and your associates—further
development for one year, they paid
you the estimated amount of royal-
ties which would come to you if
they went ahead and developed the
property?

A. That was the royalty as near
as they could arrive at it.

Q. Did you execute any note or
any obligation, either verbally or in
writing agreeing to repay that money,
or do you now owe them one five
cent piece?

A. I don’'t owe them a nickel.

Q. Are you under obligations,
financial or otherwise, to the Hum-
ble Company?

A:. I am absolutely not. I don’t
owe them a penny in the world and
they don't owe me anything.

Q. Now, Governor, on yesterday
before the Senate, some inquiry was
made of Mr. Harry Pennington, who
was a witness, as to certain rumors
he had heard in respect to a hearing
before—in respect to you having
floated a bond loan of some kind on
the Post Dispatch property. He
stated in substance that he had been
informed and it was rumored that
you had executed some bonds, and
secured the bonds by a mortgage on
the Post-Dispatch property, aggre-
gating. so he understood, six hun-
dred thousand dollars, and that those
bonds had been sold to other pur-
chasers by several banks, including,
I believe he said, the South Texas
Commercial National Bank of Hous-
ton, in which bank he said the di-
rectors, or some of them, were also
directors of or connected with the
Humble Company, and that he un-
derstood from these rumors that
there had been some kind of written
guaranty in respect to the loan, or
to the payment of the bonds when
they matured,— —

A. (Interrupting) Written guar-
anty by who?

Q. I don't think he gaid who,
hut insinuating it was the Humble
Company. I think that was the In-
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ference intended, Governor. 1 will
ask you to state whether or not any
such transaction occurred, and if
any part of it is true, just state what
part it is.

A. I am not an officer or direc-
tor of that corporation. However,
I am a stockholder. The corporation
sold bonds to two banks in Dallas
and one bank in Houston. The Pub-
lic National Bank & Trust Company
in Houston, and the Mercantile Bank
in Dallas and the Republic Bank, in
Dallas, and those bonds were sold
all over the country. They were
advertised. I don’t know who has
got them, T couldn’t tell you who
has them, but those are the people
that the negotiations were with. I
understand that several of the banks
in Houston have bought some of the
bonds as an investment.

Q. And those bonds were placed
on the market as other bonds would
be?

A. Yes, sir, and they were sold,
some here in Austin. I saw a man
who told me he had bought some
here in Austin. They were put out
as a regular issue and sold all over
the State.

Q. Now, do you know anything
about any guaranty, or written guar-
anty, by anybody with respect to
them ?

A. The only guaranty was the
guaranty from me that the bonds
would be paid at maturity. It car-
ried my personal guaranty in the
deed of trust.

Q. They were secured by your
guaranty and by a deed of trust on
the property?

A. Yes, sir,

Q. And these bonds are in the
nature of, not ordinary bonds, but
as we understand bonds?

A. Regular mortgage bonds.

Q. Regular mortgage bonds?

A, Yes, sir.

Q. In series that are for sale to
the public, and secured by your guar-
antee, and by a2 lien on the prop-
erty?

A. That is right, As far as the
Humble Company is concerned, I
didn’t know whether they knew any-
thing about it, and didn’t care any-
thing about it.

Q. These bonds were sold to the
various banks?

A. Well, the banks bought the is-
sue and they sold them promis-

cuously, I don't know where they
are, and I don’t reckon they know
now.

Q. Numbers of people ¢wn those
bonds?
A. Yes.

Q. Governor, ig there any other
statement you care to make in re-
spect to either one of these trans-
actions now?

A.” Well, I might say this; I
rather regret that you folks have
gone to dealing in rumors, because
if you are going to dea] in that I am
afraid we are going to be here all
summer.

Q. Well, that found its way into
the record, and some of us wanted
to clear it up.

A. Well, T am glad to have an
opportunity to clear it up, because
these oil fellows are pretty good fel-
lows, but when you come to getting
money from them, I imagine it is a
hard deal to get it.

Senator Woodward: That is all.

Questions by Senator Holbrook.

Q. Governor, this transaction of
January, 1930, that you speak of in
which you received two hundred and
twenty-five thousand dollars, mak-
ing a total of four hundred thousand
in all that you had received on that
tract of land for royalties and leases,
is that all the money you have re-
ceived on that land?

A. Well, there was a considera-
tion when the lease was first made
of one hundred and seventy-five
thousand.

Q. And then two hundred and
twenty-five thousand?

A, Two hundred and twenty-five
thousand advance royalty and the
lease paid one hundred seventy-five
thousand, to be paid when it be-
came productive,

Q. Which has not been paid yet?

A. Which has been paid. They
paid one hundred and seventy-five
thousand and two hundred twenty-
five thousand to me and my associ-
ates, which made four hundred
twenty-five thousand.

Q. Have you received any money
since January 3rd, 19307

A. No, sir, not a cent.

Questions by Senator Pollard,

Q. I understand, Governor, you
got one hundred seventy-five thou-
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sand bonus at the time the lease was
executed.

A. Yes, sir.
Q. In 19267
A, Well, T would not be sure

about the date, but I think that was
it.

Senator Purl: Louder, Tom.

Q. I said 1926—one hundred
seventy-five bonus for the lease at
the time it was executed—I mean
one hundred seventy-five thousand
—and two hundred twenty-five thou-
sand on January 3rd.

A. No, that was a few days after
January 3rd. I think the well came
in on January second or third, but
it was around the third of January.

Q. I understood they would not
pay you any royalty until the one-
eighth would equal that.

A. Well, I didn't let them have
it that cheap. It was one-sixth. But
there is no cobligation it they do not
produce the oil, Senator.

Q. I understand.

A. I will never pay it back and
there is no obligation to pay it back.

Q. 1 understand. But you don’t
get any more out of your royalty
until one-sixth of production will
equal two hundred twenty-five thou-
sand?

A. Yes, and I may never get any
unless they produce.

Q. Are they producing any?

A. Yes. They drilled one well
and made a failure and are starting
another one now.

Q. May I ask some questions
about other matters?

A. Well, if it is the same ques-
tions you asked me before, no; but
if it is different ones I don't mind
answering.

Q. Well, if it is the same ques-
t'on you will probably remember.

A. Yes; all right.

Q. Governocr, 1 would like to get
your idea on the present need of
legislation. Is it your idea that we
should enact legislation here that
would enable the Railroad Commis-
sion or the body that you propose
to prorate production over the State
—is that the purpose of this Com-
mission?

A. My message to the Legislature
was very clear on that, Senator, and
I refer you to that.

Q. Well, do you think we ought to

pass a law enacting proration at this
time?

‘A. T have never mentioned the
word “proration” in any message or
in any statement in discussing this
question. It has been a question of
conservation, Senator.

Q. Yes, sir, but it is so closely al-
lied with advocates of this conserva-
tion bill that I would like to get your
idea; if you object to giving it, I will
not ask you to do it.

A. Well, I think I have been very
plain in my statements and what is
before you folks today is very plain-
ly stated in the message, and that was
conservation.

Q. Yes, sir.

A. Now, if proration is conserva-
tion, why—which I domn't think it is.

Q. I don't either.

A. Why, that is the only way you
can connect up proration with me, so
far as I am concerned.

Senator Pollard: Much obliged.

The Chairman: Any further ques-
tions?

Senator Woodruff:
guestion.

The Chairman:

I want to ask a
Senator Woodrufl.
Questions by Senator Woodruff.

Q. Governor, what was the produc-
ticn of that original well on the lease
that you let the Humble Company
have?

A. Well, it was—the well was nev-
er allowed to flow but for a short
time. It carried about fifteen hundred
pounds pressure and when it first
came in made something like fifteen
hundred barrels a day.

Q. A fifteen hundred barrel well?

A. I don’t know whether it would
be called a fifteen hundred barrel
well or a two thousand barrel well or
not, but I guess if some fellows had
it they would call it a twenty thousand
barrel well, but it was a pretty good
well.

Q. Governor, have you read the
Woodward bill that is pending here
and under consideration?

A. Yes, I have read the Woodward
bill.

Q. Is it fairly satistactory to the
Governor's idea of what it should con-
tain?

A. Why, ves, I think that it is a
very good bill, Senator—about the
best I have seen that has been handed
me; I think more of it than I do ot
the rest of them.
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Q. Suppose, Governor. that a
clanse should be written into that bill

which specifically forbade the com-
mission taking into consideration
market demand in arriving at the al-
lowable production—

A. Well, I will answer that, Sena-
tor, by saying that in the bill that was
submitted to me and my criticism was
asked, why, I marked out that clause
that carried market demand.

Q. Yes, sir. But in order to make
it absolutely certain that this Legis-
lature does not want the commission
to consider any connection with con-
servation the market demand there
would be no objection, would there, to
writing into the bill the express in-
hibition in some such language as
this—(question interrupted.)

A. Well, now, you would have to
wtite the bill before I would go to
work and tell you what I think about
it.

Q. Well, you have seen the Wood-
ward bill and I am thinking of that,
but I am thinking of one additional
clause, section, or paragraph that
would read about as follows: “How-
ever, the Commission is hereby ex-
pressly prohibited from taking into
consideration market demand as an
element of waste as defined herein.”

A. Well, I don't know whether you
could connect the market demand and
wagte or not, Senator, because there

might be a very poor market and still
" you might not be wasting any of the
oil.

Q. That is what I am getting at,
Governor. In other words, if I get
the Governor's idea, and I may say
that it is my idea of conservation,

and it is only to he clear on it; it is
" best to conserve the oil and gas in
the State by producing it to its great-
est capacity commensurate of physi-
cal waste. You would not advocate
to the Committee and the Legisla-
ture that a bill that would in any
way reduce the amount of oil and gas
produced providing it was being pro-
duced economically?

A. No, Sepator, I might say if
proper conservation measures are fol-
Iowed in the production of oil that
ig to conserve the gas which flows the
oil, you likely would not have much
trouble about proration. You would
have a very good market I think,
but as I said before, I marked out in
the bill that was handed me the very

clause in there that related to mark-
et demand.

Q. Governor, it has been testified
here before this committee that ade-
quate conservation, by that I mean
conservation that would permit great-
eést possible production with the least
possible amount of waste could be
hrought about and the volume pro-
duced in Texas not substantially re-
duced.

A. Well, T don’t know about that,
I think it would be reduced, Senator.

Q. Well, if it was possible to so
regulate the production of these wells;
both oil and gas, as to permit the
greatest ultimate recovery and at the
same time not reduce the volume be-
ing produced, would that accomplish
the Governor’s idea and purpose?

A. I don’t think it would be pos-
sible to use proper conservation meas-
ures and recover the ultimate quanti-
ty or greater quantity, and produce
as much as they are producing now, I
think it would lessen the production.

Q. Of course, Govermor, I under-
stand, I don’t know,

A, Well, I am telling you what I
think about it, Senator.

Q. But my question was based up-
on the assumption that that could be
done, would that meet your approval?

A. I am not assuming it can be
done, I believe it can be done, I
don’t think it is possible to use the
proper conservation measures in the
production of oil, even in the Hast
Texas field or any other field that
is a flush field, and produce as much
as they are producing now, when it

is let go harum scarum.

Q. There are one hundred and
twenty thousand acres approximately
in ‘the producing proven area in
the East Texas field. Do you under-
stand that there are a sufficient
number of wells on every portion of
that area to efficiently develop the
field under the conservation laws?

A. You mean now?

Q. Yes.

A. Why, I don’t think so, I think
there are many thousands of acres
without a well today.

Q. Then it would be best in ac-
cordance with a law demanding
proper conservation over there in
drilling operations and yet you could
increase the number of wells drilled
and operated in response to such a
State regulation if conservation in-
creases your number of wells, there-
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by increasing the total output of the
area?

A. Well, I think of course if you
drill the whole thing at one time,
Senator, you would likely have more
production, you would increage your
production if you drilled over the
entire area, there is no question
about that, but if vou do that that
would not be conservation.

Q. Well, that would not be the
Governor's idea of conservation, if
a sufficient number of wells were
drilled in there within the mnext
thirty days to cover that arei wita
the greatest number of wells ueces-
sary to the ultimate greates. re-
covery in the field, and all of those
wells were operated with reference
to the pressure of gas and in in-
fringement of water to the limit that
is hazardous, in so far as is possible,
and still increase the total volume
being produced over there, that
would not be conservation?

A. No, if you go to work and cut
all of your timber down at one time
and lot it be destroyed that would
not be conservation.

Q. Now, in order to be absolutely
certain we understand each other on
that point, let me state that gques-
t'on another way.

A. What are you trying to arrive
at, maybe I can help vyou?

Q. I will show you when I ask
this question, if the Governor will
let me ask the question for the rec-
ord. If it is known today how that
tield must be produced se as to get
the highest volume of oil and gas
out of the ground over there regard-
less of the length of time required to
do it, that is conservation, is it?

A, Will you state that question
again?

Q. Disregarding the time element
entirely, taking into consideration
the ultimate maximum recovery of
0il and gas from the ground is the
real conservation, isn't it?

A. Yes, with reasonable develop-
ment, Senator.

Q. Now, Governor, why do you
say reasonable development?

A.  Well, because you have got
about twice as much cotton land in
Texas as is planted to cotton, are
you going to go out and plant it all?

Q. Then the reason you make the
objection to going that far is the
contemplation of price to be received
for it, is that true?

A. Well, I stated here the other
day that f oil was selling at a dollar

a barrel you fellows would not be
here talking about it.

Q. I just wanted to be clear with
the Governor on that matter because
there has been some misconstruction
of the Governor's statement to the
committee the other day and there
has been some testimony to the ef-
fect that it is possible to get con-
servation of natural resources, that
is to get the greatest possible amount
of the natural resources for the hu-
man consumption, and 1 thought
would not reduce the volume.

A. That is a gquestion of opinion.
Q. After all is said and done,
Governor, it is the Governor's idea

of a proper conservation program in
this Legislature that that program
ought to result ultimately in an en-
hancement of the market price of
crude oil?

A. 1 have maintained that with
the proper conservation measures
perhaps you would lessen the produc-
tion and that of course would likely
increase the price.

THe Chair: Senator Purl.

Questions by Senator Purl.

Q. I understood you to say in
substance that the oil field situation
was worse off than agriculture?

A. I think so.

Q. I understand that it has been
said that the wvalue of the cotton
crop last year was about equal to
the value of oil produced last year?

A. Last year?

Q. Yes, 1930.

A. What would it be this year?

Q. I don't know; 1 have never
been able to understand, and I am
sincerely asking this question, I have
never been able to reconcile the ques-
tion as to whether the oil people are
rezlly worse off than the cotton peo-

ple.
A. I will give you this illustra-
tion. We will say that fifteen cents

is a fair price for cotton, you agree
with me there?

Q. Yes.

A. Now then, cotton is selling for
eight cents a pound at the present
time. We will say that a dollar is a
fair price for oil, will you agree to
ihat?

Q. Yes.

A. Now, it is selling as low as
two and a half cents, can you Eet
the comparison?

Q. Yes.
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A. 'Then it is worse off because
the cotton is selling for about two-
thirds of a fair price and the oil is
selling for about five or ten per cent
of the fair price. I am just explain-
ing that it must be worse off by the
relative position,

Q. If there should be about a
hundred thousand people engaged in
the production of oil, and interested
in it, and about a million people in-
terested in the production of cotton,
then the figures are far off, from the
standpoint of the number of people?

A. No, it don’t change them at
all, Senator. You were speaking of
the different commodities, and what
the condition of the industry was.
If one commodity sells for ten per
cent of the fair price and the other
sells for seventy-five per cent of the
fair price, I would rather take the
seventy-five per cent end of it.

Q. Do you think a farmer is
worse off than the average oil man?

A. They all tell me they are in

an H of a fix, T don't know
which one is worse off.

Questions by Senator Pollard.

Q. If I understand you ideas on
the conservation statute to be passed,
it would work to prevent the drilling
of more wells at this time as much
as possible?

A, Well, of course, it is owing
to what methods the commission
would prefer along that line, what
their thought would be as to that.

Q. The thing we are interested
in in East Texas is this question,
the proposition is we have a hun-
dred and twenty thousand acres of
"land .in the oil territory, that will
produce oil, as agreed to by all geo-
logists and oil companies, we have
now between twelve and thirteen
hundred wells. Now for instance the
Big Lake area, I think is approxi-
mately thirty-five hundred acres,
they have a hundred and fifty wells.
Would it be the idea of conservation
to discourage and prevent by dis-
couragement the drilling of any
more wells in either of those fields?

A. Well, I don’t think that they
should discriminate against any
field, Senator.

Q. Well, would it be the idea of
a conservation commission, in carry-
ing out the conservation statute pro-

posed in the Woodward Bill to per-
wmit 2 new fiald to develop to the
extent that an old field. is before cur-
tailing drilling of new wells?

A, Well, Ithink that would bring
about the situation you have now.
if you take a new field and turn it
wide open I think wyou would have
what you have in East Texas, Okla-
homa City and other places, '

Q. -Possibly I did not make my-
self clear. Would it be ths idea to
enact a statute that would work it
this way, that the people in 1Tast
Texas who have now only otie well to
about every ninety or a hundred
acres, that their potential prodnuc-
tion would be based upon the wells
now Dbeing drilled or woulil it be
bagsed upon the potential production
of the entire one hundred and twen-
ty thousand acres, which at this
time I believe is considered about
fifty thousand barrels per acre po-
tential recovery?

A. Well, I think each one would
have to stand on -i*ts own bottom.
It would be a question of the rules
and regulations and something that
was fair to each district. I do not
figure it from any particular area
or particular pool, it is a question
of the industry as a whole. As to
the details, it is impossible to go to
work and go into all of those ihings
and tell how this thing and that thing
would work,

Q. We are very materially inter-
ested over there in knowing how it
would work, I don’'t want 1o be 1e-
dious or worry the Governor or this
Committee.

A. Yes, you have been trying
several methods.

Q. Yes, we have Dbeen trying
them everywhere, in raising potatoes,
cotton, corn, goobers and oil, but it
seems that when we got in shape to
live pretty well over there the bot-
tom fell out of the oil tanks and we
all got in bad shape and we are just
left sitting there without anything.

A. I think that is the condition
in most of all of the sections.

Q. I think so, but I want to know
whether it will work out over there.

A. My idea is that no place
should be discriminated against,
they should all be treated fairly and
equitably, every section of the State.

Q. That is my idea exactly.

A. Yes, sir, that is rigat.
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The Chair: Senator Martin.

Questions by Senator Mertin:

Q. I missed part of your testi-
mony at first. I am sorry I was out.

A. It is in the record. You can
have it read if you wish.

Q. No, I think I can get along 2l
right. If I understood the papers of
Sunday stated that the President of
the Humble Company stated that his
company had made a loan to you of
some certain amount, I can’t remem-
ber now the exact figures. I wouldn’t
undertake to say. Now, it I catch
your testimony, if I understood it
when I came in, was some one had
advanced royalty to you, is my un-
derstanding.

A. No, sir, SBenator, I *hink you
are in error. Even if they did state
it, it never happened. They never
loaned me any amount in any vhape
or fashion.

Q. The House Journal nf Satur-
day has not reached us yet. I only
have the newspaper report.

A. T don't know what the news-
paper carried, I am telling you the
facts.

Q. The facts were, as I under-
stand, there was an advance to you
of royalty, is that right?

A. There is an advance royalty
on this particular lease based on the
calculatfons as to what it would pro-
duce during the year, and the i-ase
was shut down, or the well was shut
up and closed for a solid year.

Q. The Humble Oil Company
drilled that well?
A. Yes, sir.

Q. They did not want to g0 on
and develop the field over there at
that time, is that right?

A. No, they did not want to go
on.

Q. All right. When thev refused
to develop the field over there vou
as a royalty holder demanded that
they pay you an estimated amount
for your royvalty?

A. Yes, sir, in fact they asked it
they couldn't close it for a Yyear,
asked would T be willing to take,—
asked what I would be willing to
take and we arrived at these figures,
that I would take in advance royalty
for the purpogse of the field being
closed for a year.

Q. Now, Governor, you didn’t

then execute a note to them for that,
of any kind?

A. No; it they produced the oil,
of course, they get that royalty.

Q. If they don’'t produce the oil,
they will not recover that amount of
mouney?

A. Not one nickle of it from me,
no.

Q. Was there or not a contract in
writing entered into at that time?

A,  Yes, sir.

Q. Have you a copy of that?
A, No, sir; T have not, but it is
a matter of record.

Senator Woodward: There was a
copy of that contract introduced in
the House,

Senator Martin:
didn't know that.

Q. Governor, at the time this well
was discovered down there, proration
at that time was in order, wasn't it?

A, They were practicing prora-
tion in West Texas, I think, or in
Central Texas.

Q. Then, Governor, how can you
reconcile the fact that proration at
that time was being ordered by the
Railroad Commission, and you were
demanding they pay you your royal-
ties? You were not willing to abide
by the orders of the Railroad Com-
mission then, were you?

A. Proration didn't come into it.
It was a question of not drilling any
other wells, and closing that one for
the time, and the advance royalties
were paid—the amount was paid as
if the wells were allowed to produce.

Q. I want to get that clear. I
want to get that thoroughly clear in
my own mind, and in the minds of
those who might hereafter ask me
about it. When the o0il well was dis-
covered, the Humble people did not
want to go furthenin developing the
field?

A. They certainly did not, or they
would not have paid $225,000 for the
purpose of closing that one.

Q. And they paid that $225,000
ag an advance on the royalty?

A, Yes, sir.

Q. Have they paid more at any
other time since?

A. No, sir.

Q. Just that one time.

A. The year is up—was up in

I thank you; I
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January, and they have drilled one
well, and have started on another.

Q. After they started on the other
one, has there been any further ad-
vances on royalty?

A. No, sir.

Q. I didn't understand the §175,-
000 proposition.

A. . I can explain that to you, if
you were not here.

Q. All right.

A. T think it was in 1926, it was

reasongbly definite that this land-

that I owned with two other gentle-
men had what they call a salt dome,
and there were two different com-
panies trying to acquire the lease, the
Gulf and the Humble. I told them,
“All right,”” that I would leave it up
to competitive bidding, the fellow
who had the longest pole would get
the persimmon. The Gulf Company
bid $165,000 in cash to be paid im-
mediately, and $165,000 in oil out of
the first oil produced; the Humble
Company bid $175,000 in cash, and
$175,000 to come out of the oil pro-
duced. Now, then, this lease when
made up was what wag termed a
“Five-year commercial lease' with
a rental of four or five dollars an acre
per year on this land. In 1929—the
early early part, I think—they began
drilling on this property. They
drilled several wells until they found
the right place, and as this well was
brought in, I think, on the 3rd day
of January, 1930, and they did not
want to go on developing the prop-
erty, so they came to make a trade
with me as to what it would take to
close up the property for a Yyear;
they wanted a year’s time on it; and
- we arrived at what we figured would
be a fair royalty. They wouid pay
the $175,000, which was a debt on
the original bonus, and $225,000,
which was the estimated amount that
would come from it in royalties.
Now, if they don’t produce that
amount of oil that the royalty
amounts to, then they will not get
. their money. No obligation what-
ever on my part.
Q. You sold them $225,000 worth
of royalty, and did not make a loan?
A, T just sold them that much
oil, if they could get it.
Q. If they didn’t get it, it would
be their loss?
- A. Yes, sir,

Q. That contract was in writing
and was introduced in the House?

A. I understand it was. There
are two other gentlemen interested
in it with me; I own three-fourth,
and they own one-fourth. That is
the whole transactign.

The Chairman: Any further ques-

tions?

Senator Woodward: One further
guestion.

Q. (By Senator Woodward.)

‘What properties secured these bonds?

A. The assets of the Houston
Printing Company.

Q. That company publishes the
Houston Post-Dispatch?

A. Yes, gir.

Q. (By Senator Pollard.) This
royalty advance payment is nothing
more than a common everyday trade
made in oil producing section?

A. I have heard of some being
made. I understand they are heing
made.

Q. (By Senator
uncommon?

A. No; not uncommon, It is the
first and best one I ever made, Sen-
ator.

Q. (By Senator Pollard.}) What
I mean to convey was this; I know
of several similar trades being made
in East Texas at this time, although
not for that much money. '

The Chairman: Is that all?
further questions?

Martin.) Not

Any

(Witness excused.)

Senator Woodward: I move that
the committee recess until tomorrow
morning at nine o’clock.

Senator Martin: I second the mo-
tion.

Motion to recess until Wednesday
morning, July 29, 1931, was there-
upon put and carried.

The Chairman: Members of the
Commiitee on State Affairs, we will
recess until tomorrow morning at
nine o’clock.

Thereupon the Committee on State
Affairs recessed at 5:10 o'clock, p.
m., Tuesday, July 28, 1931, until
9:00 o’clock a. m., Wednesday, July
29, 1931.
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TENTH DAY.
(Continued.)

Senate Chamber,
Austin, Texas,
July 29, 1931.
The Senate met at 9 o’clock a. m.,
pursuant to recess, and was called to
order by Lieutenant Governor Edgar
E. Witt.

At Ease.

On motion of Senator Pollard, the
Senate, at 9:03 o’clock a. m., stood
at ease subject to the call of the
Chair.

In Session.

The Senate was called to order at
10:35 o’clock by Lieutenant Gov-
ernor Edgar E. Witt.

Bill Introduced.

By Senator Gainer:

5. B. No. 12, A bill to be entitled
““An Act conserving and protecting
for the use of the public buffaloes
in Texas, making it unlawful for any
person to kill, sell or transport the
sanie except under certain condi-
tions, and providing for a method of
condemning the same by a State,
Game, Fish and Oyster Commission,

in order that buffaloes may be con-

served and protected against destruc-
tion, providing the procedure there-
for, and declaring an emergency.”

Read and referred to Committee
on State Affairs,

By Senator Small:

S. B. No. 13, A bill to be entitled
“An Act to aid in the conservation
and transportation of oil by encour-
aging the joint construction and op-
eration of new and additional pipe
lines in the State of Texas, thereby
increasing competition in the trans-
portation of oil to the markets of the
world, by authorizing any corpora-
tion heretofore organized and incor-
porated under Article 1495 and Ar-
ticle 1496 of the Revised Civil Stat-
utes of 1925, or any prior law, or
any corporation that may be here-
after organized under said articles,
and authorized to own and/or ope-
rate oil pipe line or lines in this
State, to join with any other corpo-
ration authorized to own and/or op-

erate an oil pipe line or lines in con-
structing a new pipe line or lines
upon such terms as may be agreed
upon between the directors or man-
agers of the respective corporations,
and when an oil pipe line or lines
have been so jointly constructed, the
owners thereof are authorized to
Jointly own, use, operate and main-
tain the same upon such terms as
may be agreed upon between the di-
rectors or managers of the respec-
tive corperations, but provided that
such construction, ownership, use,
operation and maintenance shall be
subject to such supervision of the
conservation authorities of the State
of Texas as the law may now or
hereafter provide; and declaring an
emergency.”

Read and referred to Committee
on State Affairs.

By Senator Woodward;

S. B. No. 14, A hill to be entitled
““An Act creating the Conservation
Commission of Texas to be composed
of three men; providing the qualifi-
cations of its members, their terms
of office, their method of appoint-
ment, ete.,, and declaring an emer-
geney.”

Read and referred to Committee
on State Affaira.

8. C. R. No. 4,

Senator Small sent up the follow-
ing resolution:

Whereas, It is provided in Section
4 of H. B. 358, enacted by the Forty-
second Legislature of the State of
Texas, that all public school land
sold shall be sold with reservation
of 1/16th of all minerals, as a free
royalty to the State and 1/8th of
the sulphur and other mineral sub-
stances from which sulphur may be
derived or produced; and

Whereas, It is provided in Section
5 of said Act that in all cases where
a tract of school land has been oc-
cupied by mistake as a part of an-
other tract, such occupant shall have
a preference right for a period of
six months after the discovery of
the mistake, or after the passage of
that Act, to purchase the land at the
same price paid or contracted to be
paid for the land actually conveyed
to him, and confusion has arisen as
to whether or not this preference
right is limited by otlier provisions



